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ADMINISTRATIVE

REPORTS

Report of the Council
To the Members of the
American Institute of Accountants :

societies in dealing with state accountancy
legislation, local programs of public re
lations, and general activities, with a view
to coordinating the work of the national
and state organizations. It has launched an
ambitious public information program, de
signed to correct misunderstandings about
the accounting profession, and to convey
to the public a true impression of the place
the certified public accountant occupies in
our society.
There is hardly any field of interest to
certified public accountants in which the
Institute has not done some constructive
work, and yet the opportunities for addi
tional achievement seem so great that in
relation to the future past accomplishments
seem only a good beginning.
The Institute’s work covers such a wide
front, and the annual volume of produc
tion has become so great, that it would be
impossible for the council in a report of
reasonable length to recite full particulars.
All the reports of officers and committees
are published and sent to the members im
mediately after the council meetings. Mem
bers who wish to know their Institute, and
to know what it can do for them, will read
these reports. The present report of the
council can touch only the high spots.

Gentlemen : The American Institute of
Accountants has assumed tremendous re
sponsibilities. It has undertaken to protect
the interests of the accounting profession
against adverse federal legislation, and to
represent it before the federal govern
ment. It administers the uniform CPA ex
amination, which all the states and terri
tories but one have adopted, and grades
the papers of the candidates in most of
those states. Its rules of professional con
duct and its interpretations of the rules
are the generally accepted ethical stand
ards of the profession. The Institute has
become an authoritative spokesman on all
matters related to accounting and auditing
procedure. The profession, the financial
public, and the government all seek its ad
vice. Its magazine, The Journal of Ac
countancy, is the leading publication in the
field, and its books and pamphlets are dis
tributed by the hundreds of thousand
copies. Its library is the largest repository
of accounting literature in this country. It
has undertaken a program of testing the
interests and abilities of students of ac
counting, which has been adopted by more
than 160 colleges this year, and which may
have a profound influence on accounting
education. It has sponsored adult educa
tion programs known as Graduate Study
Conferences, on the campuses of outstand
ing universities. It collaborates with state

Tax Practice
No one problem has taken as much of
the time, energy, and funds of the Insti
tute in the past year as the controversy
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with Bar Association representatives over
tax practice. The Bercu decision in New
York, holding that a certified public ac
countant could not give tax advice to one
who was not a regular client, or for whom
he had not performed other services as
an accountant, was a disappointment, but
it was not without valuable by-products.
So far, the Institute has succeeded in
preventing the passage of federal legisla
tion which might have restricted the scope
of practice by certified public accountants
before administrative agencies, including
the Treasury Department and the Tax
Court.
The Mills Bill, to provide for an inde
pendent informal tax settlement board,
supported by the Institute, has received
wide publicity and favorable comment. Its
introduction has resulted in a decision of
the Joint Committee on Internal Revenue
Taxation to hold hearings on the problems
of tax settlement as soon as convenient.
This year officials of the Institute have
succeeded in renewing friendly negotia
tions with representatives of the American
Bar Association. As a result, the National
Conference of Lawyers and Certified Pub
lic Accountants is to be reactivated in the
near future, in the confident hope that calm
discussion with the bar may replace liti
gation and legislative attacks. As the work
of the National Conference proceeds, it
may lead to requests for the organization
of groups in the several states to negotiate
settlements of specific complaints that may
arise.
The profession’s relations with the
Treasury Department and the Bureau of
Internal Revenue have been strengthened
by frequent conferences and informal dis
cussions in the past year.
The council has approved a recommen
dation of the committee on federal taxa
tion that a technical assistant be employed
to devote full time to the work of that
committee, and that its program be en
larged with a view to increasing the influ
ence of the accounting profession in tax
policy and administration.
Relations with Federal Government
Close relations with the Securities and

Exchange Commission have been main
tained in the past year. There was con
tinuous consultation with the accounting
staff of the SEC, and some discussion of
the study of the concept of independence
under the rules of the Commission.
The Institute, through its counsel, has
filed a brief protesting the recommenda
tion of the Wage and Hour Administrator
that the salary delimitation in the defini
tion of professional employee be changed
from $200 a month to $75 a week. As soon
as the Administrator’s decision is known,
counsel will prepare an interpretation of
the new rules for the information of all
the members.
Legislation amending the Social Secur
ity Act extends old-age pension coverage
to self-employed persons in certain voca
tions. Doctors and lawyers, and certain
other professional practitioners, are ex
cluded. The council resolved that the views
of the membership of the Institute be
sought on the question whether self-em
ployed certified public accountants should
be excluded as doctors and lawyers are, or
whether they should remain among those
covered by old-age benefits.
The Institute has negotiated with the
State Department, and with officials of the
United States and Cuban governments, in
an effort to avoid the exclusion of citizens
of the United States from the practice of
accounting in Cuba. Such exclusion, it is
felt, might have an unfortunate effect in
other Latin-American countries, and
might seriously hamper the flow of Amer
ican capital abroad.
The council has approved a suggestion
that an Institute committee on foreign re
lations be appointed to give continuous
study to problems in this area.
Council adopted resolutions urging that
comptrollers of the armed services, ap
pointed under the Tydings Act, be well
qualified accountants.
The Institute has continued to give close
attention to problems of federal govern
ment accounting, and has supported the
Citizens Committee for adoption of the
recommendations of the Hoover Commis
sion.

Report of the Council

State Legislation

The winter of 1949 witnessed a flood of
accounting bills in the legislatures of the
states. Many state societies were engaged
in bitter struggles with groups which
sought to lower the standard of the CPA
certificate by one means or another. In
some states catastrophe was averted only
by a narrow margin, and, in others, some
damage was done.
There is no basis for an expectation that
in 1951, when the majority of state legisla
tures meet again, the fight to weaken the
CPA certificate will not be renewed. One
of the principal weaknesses of the CPA
societies has been their failure to prepare
for such battles in time. It is the intention
of the Institute during the relatively quiet
legislative year of 1950 to give all possible
assistance to state societies in laying the
groundwork for defense of the CPA cer
tificate in the following year.
The council this year has maintained
the position of neutrality on the subject
of regulatory legislation, which it adopted
a year ago in Chicago. There is no doubt
the subject remains a controversial one
within the ranks of our own profession.
The committee on state legislation has sub
mitted a report, from which some members
of the committee dissented, in which an
effort was made to present a long-range
program that would be acceptable to all
concerned. These reports are being sub
mitted to the council for study and will be
reconsidered at the May, 1950 meeting.
The council believes that for the time
being each state society must make its
own decision on the question of what type
of legislation is best adapted to its needs.
The Institute will provide information and
assistance to the full extent possible to any
state society which requests it.

Research
Four accounting research bulletins were
published this year, and two statements on
auditing procedure. Of the latter the most
important is No. 23, which has been be
fore the members for two years, and which
the council now recommends be approved
by the membership of the Institute at this
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annual meeting. The reason for requesting
this approval is that the bulletin modifies
to some extent provisions of Statement of
Auditing Procedure No. 1, entitled Exten
sions of Auditing Procedure, which in
1939 was adopted by the membership at
the annual meeting. It does not seem ap
propriate to modify a statement adopted by
the membership without the approval of
the membership. Copies of bulletin 23, as
modified in the light of criticism, were sent
to all members under date of June 16,
1949. The following resolution is therefore
presented for action at this time:

Resolved, That Statement on Audit
ing Procedure No. 3, entitled Clarifica
tion of Accountant’s Report When
Opinion Is Omitted, as revised in ac
cordance with a resolution of the council
of the Institute adopted May 3, 1949,
which modifies certain provisions of
Statement on Auditing Procedure No.
1, Extensions of Auditing Procedure,
approved at the annual meeting of mem
bers of the Institute at San Francisco,
October, 1939, be and hereby is ap
proved by the members assembled at the
annual meeting of the Institute at Los
Angeles, November 1, 1949.
The auditing committee has also pub
lished a statement on internal control for
the information of the membership.
Two monographs have been issued by
the Study Group on Business Income,
which was established under a joint grant
of the Rockefeller Foundation and the In
stitute, one entitled An Inquiry into the
Nature of Business Income Under Pres
ent Price Levels, by Arthur H. Dean, and
one entitled Business Income and Price
Levels, by George O. May.
A number of extremely useful projects
are in process in the research department,
including a pamphlet explaining the nature
and purpose of an independent audit, which
is intended to replace the obsolete Exam
ination of Financial Statements. It is de
signed primarily for the information of
bankers. Additional case studies on smaller
businesses are also in process.
It may be interesting to the membership
to be reminded that the research director,
in addition to supervising the work of his
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department and assisting the technical
committees, serves as the technical repre
sentative of the Institute in discussions
with the Securities and Exchange Commis
sion, the Stock Exchange, and Robert
Morris Associates, and also travels widely
throughout the country to convey infor
mation about the technical work of the
Institute to the state societies of certified
public accountants.
The effectiveness of this work is attested
by the demand for research bulletins and
other publications emanating from the re
search department. The sales of such publi
cations in the past year were approxi
mately equal to the payroll for the whole
department.

CPA Examinations

11,454 candidates took the uniform CPA
examination in May, 1949. The Institute
graded the papers of 6,264 candidates, or
a total of 19,187 subject papers. At the
November session even larger numbers of
candidates are expected, and a larger num
ber of papers to be graded by the Institute
examiners. In May some forty-five exam
iners worked over a period of three months
to grade the papers, and a larger staff may
be necessary this fall. The necessity of
maintaining a uniform standard of grad
ing in the large volume of papers greatly
increased the cost of this service, and it
has been necessary to increase the fees
charged to the state boards of accountancy,
the great majority of which have re
sponded in a most cooperative manner. As
a result, the net loss sustained by the In
stitute on the uniform examination has
been substantially reduced.

Education
The committee on education has inter
ested itself, with great success, in the pro
motion of group study conferences on
university campuses, of which there were
two last year, and four this year: at Michi
gan, Stanford, Louisiana Polytechnic In
stitute, Rutgers. More are expected in
the future. A study of internship train
ing of students by public accounting firms
during the winter quarter of junior and

senior year has been undertaken by the
committee.
The selection of personnel testing pro
gram has made encouraging progress dur
ing the past year. The use of the tests by
colleges and employers increased consid
erably, with the result that the budgeted
deficit of the project was substantially
reduced. There is every reason to hope
that this program, which has attracted
widespread favorable publicity, will con
tinue to make encouraging progress.
The council has authorized the initiation
of a placement service, designed to inform
prospective employers of the availability
of college graduates who have taken the
Institute personnel tests. Scores in these
tests will be the principal part of the in
formation supplied. The service will be
limited to students who have taken the
tests, and will be handled entirely by mail,
at an estimated cost of about $7,500 a
year. The object is to inform practitioners
in all parts of the country of the avail
ability of promising young men who wish
to enter public accounting.

Ethics
The committee on professional ethics
has filed two complaints against members
of the Institute, which will be heard be
fore the trial board. The results will be
published in The Journal of Accountancy,
in accordance with the bylaws. The com
mittee has continued to handle a large vol
ume of inquiries.
The question arose whether Rule 10
should be modified to forbid the publica
tion of cards in public prints for the pur
pose of announcing changes in firm per
sonnel. The committee on ethics reported
that it was interpreting the phrase “firm
personnel” under the present rule to in
clude partners or managers in charge of
a branch office, but no other staff personnel.
Following discussion at the spring council
meeting, the committee sent a question
naire to all members of the council, who
overwhelmingly supported the committee’s
interpretation and voted to keep the rule
as it is.
For the guidance of the committee on
professional ethics, the trial board, and
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the committee on admissions, council
adopted the following resolution:
“Be It Resolved that it is the opinion
of this Council that any accountant who
publicly or secretly aids, supports or as
sists the world communist movement to
accomplish its objectives in the United
States, by participating in its program,
whether he be an avowed party member
or not, is guilty of an act discreditable
to the profession and should not be per
mitted to become or remain a member
of the American Institute of Account
ants.”

Public Information
The expanded public information pro
gram, initiated two years ago, has devel
oped momentum. Newspaper and maga
zine publicity has increased. A number of
public information pamphlets have been
widely distributed to business and finan
cial groups. Magazine articles and edito
rials commenting on matters in which the
accounting profession is interested have
appeared frequently. Radio programs are
being prepared which will be used on plat
ters for local broadcasting. The Speakers
Bureau secured engagements for many
members of the profession to talk before
service clubs and business groups. Special
projects have been undertaken in connec
tion with federal and state legislation, and
studies in the area of state society pro
grams, and of state society public relations
programs.

Publications
The circulation of The Journal of Ac
countancy has reached the all-time high
of 52,000. Advertising volume for the past
fiscal year was $95,482. In addition to The
Certified Public Accountant, committee re
ports, lists of officers, bylaws and rules of
professional conduct, the Institute has pub
lished the annual meeting proceedings, a
new volume of Accounting Techniques
Used in Published Corporate Annual Re
ports, and the research bulletins, and pub
lic information pamphlets, to which refer
ence has already been made. Following is
a summary of the distribution of mis
cellaneous publications, including books
previously published:

Items
Books and
Pamphlets .. ..

Bank Forms .. ..

Copies
Gross
Distributed Receipts
149,654
789,809
413,363

free
$153,259
8,144

Library

On the retirement of Helen M. John
stone, who had been librarian of the In
stitute since June 16, 1927, Miriam Don
nelly, assistant librarian, became head of
the library staff. During the past year
8,014 visitors have been received, 14,901
inquiries have been answered, and 6,699
books and pamphlets have been lent. The
total collection of books and pamphlets is
now 39,178.

State Society Service

The State Society Service Department
has prepared kits for the officers of local
CPA organizations on public relations and
other activities. Informative releases have
been issued throughout the year on various
aspects of administration. Members of the
Institute staff have visited twenty-three
societies, and the president and vice pres
idents of the Institute have spoken before
twenty-six state societies. The Institute
staff has provided speakers, helped in the
organization work, and handled publicity
for four regional conferences.

Smaller Practitioner

The staff, the executive committee, and
the advisory committee of individual prac
titioners, have given a good deal of atten
tion this year to the question of how the
Institute can be more useful to the grow
ing number of smaller practitioners in its
ranks, particularly those in the smaller
cities. A number of proposals are being
studied. The executive committee has al
ready authorized experimental efforts in
a number of directions, which will be re
ported to the membership later.
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Cooperation with Other
Organizations
The cooperating committees of the In
stitute and the Robert Morris Associates
have been unusually active during the past
year. Two meetings of the national com
mittees were held, at which a number of
projects were launched. Friendly relations
were also maintained with the American
Bankers Association, the National Associ
ation of Credit Men, the New York Stock
Exchange, the Controllers Institute of
America, the National Association of Cost
Accountants, the Institute of Internal
Auditors, the American Accounting Asso
ciation, the Association of CPA Exam
iners, the Bureau of Economic Research,
and professional accounting organizations
abroad. The Institute encouraged and sup
ported the first Inter-American Account
ing Conference held at San Juan, Puerto
Rico, May 18 to 22, 1949, at which repre
sentatives from over fifteen countries in
North and South America were present.

Group Insurance
An invitation to accounting organiza
tions represented in the Institute to join
the group life insurance plan, inaugurated
August 25, 1947, resulted in the addition
to date of 182 firm subscribers, 1,076 lives,
and $5,377,500 insurance, bringing the
total to 959 subscribers, 5,639 lives, and
$32,679,600.
Membership Directory

The council voted to discontinue publi
cation of the Institute year book in its tra
ditional form. As a substitute therefor a
permanent binder will be issued, in which
members can insert pamphlets containing
the reports to council, lists of officers and
committees, reprints of bylaws and rules
of professional conduct as amended, and
alphabetical and geographical lists of
members and firms. This plan, it is be
lieved, will permit each item of informa
tion customarily included in the year book
to be sent to the members as soon as it is
available, rather than being held for in
clusion in a permanently bound year book.

The new plan will also result in economy
after the first year, when the binders must
be purchased, since in the following years
the cost of binding the year book will be
avoided.
For the first time, the geographical list
of public accounting organizations rep
resented in the membership of the Institute
will be reprinted and sent to banks
throughout the country.

Miscellaneous
Space does not permit more than a pass
ing reference to the excellent work done
during the past year by committees on
natural business year, history, annual
awards, bankruptcy and reorganization,
liability insurance, municipal accounting,
social security, wages and hours, and the
committees which prepared the program
for the annual meeting.

Headquarters
On August 1 the Institute staff moved
to new headquarters at 270 Madison Ave
nue, New York, which provide excellent
working conditions for the enlarged staff
and an appearance entirely worthy of the
organization. The new space is occupied
under an eleven-year lease, at a rental of
$3.08 a square foot.

Staff
During the year the council learned with
sorrow of the death of A. P. Richardson,
former secretary of the Institute and edi
tor of The Journal of Accountancy for
twenty-five years. Two active members
of the staff were also lost by death in the
past year: Frank A. Gale, first assistant
secretary and later assistant director of
public information, and George Sher
wood, business manager of The Journal
of Accountancy. Resolutions expressing
the sympathy of the council have been sent
to the families of all three.
The staff now numbers eighty, having
been augmented this year by the addition
of Robert Kane as educational director,
Robert Dale, circulation promotion man
ager, and John Lawler, assistant director
of public information among others.

Report of the Council

Auditors
Council has elected Franke, Hannon &
Withey as auditors of the Institute for the
current fiscal year.
Membership

There has been a net increase in mem
bership this year of 1,713, bringing the
total to 13,960 as of September 1. Each
application is scrutinized with care, not
only by the committee on admissions, but
in many cases by members of council resi
dent in the area. Council has approved a
recommendation of the committee on ad
missions that a special short written ex
amination be prepared which would be
required of applicants who had not passed
the uniform CPA examination or its equiv
alent to obtain their CPA certificates.
Twenty-three international associates,
practicing accounting in foreign countries,
have been elected during the year.

Finances
After meeting all expenses, including
the move to new headquarters and special
counsel fees, the Institute and its subsid
iary organizations ended the year with an
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excess of income over expenditures of
$23,185.50. During the year the council
approved a suggestion of the executive
committee that voluntary contributions be
invited from practitioners and firms repre
sented in the membership to expand the
activities of the Institute more rapidly
than gradual increase from regular sources
would permit. The request for contribu
tions has met with encouraging response.
By October 25, 1,924 firms and practi
tioners had sent in checks or pledges ag
gregating $57,757.50, applicable to the
current fiscal year, and $40,344.50 to the
year 1950-51. The executive committee has
already authorized expansion of the work
in the fields of legislation, public relations,
state society service, and service to indi
vidual practitioners as a result of this
access to the revenues. Council has recom
mended a list of contributors be published
about January 1, and members of council
invite those who have not contributed to
participate in this effort.
Respectfully submitted,
J. William Hope, Chairman
L. J. Muren
Frank L. Wilcox
October 31,1949

Report of Executive Director
To the Council of the
American Institute of Accountants :

Gentlemen : What has happened in the
past year is recited in the reports of the
committees. Perhaps this report will be
most useful if it reviews the organization
of the staff, and what it does.
In the past ten years the Institute has
grown from a small organization, concen
trating on a few basic activities, to a large
organization, concerning itself with any
and all problems affecting the professional
practice of certified public accountants. No
problem is too large or too small for it
to tackle. It will advise an individual mem
ber, to the extent of its ability, on his tech
nical, ethical, or business problems. It will
advise and assist a state society in dealing

with legislation, public relations, or ad
ministrative problems. It represents the
whole profession before Congress and the
public. It carries on continuing research,
prepares and grades the uniform CPA ex
amination, produces a variety of publi
cations, organizes national and regional
meetings and graduate study conferences.
Its special projects are numerous—Benev
olent Fund, group life insurance plan,
business-income study, selection-of-per
sonnel testing program, and so on.
The Institute’s gross annual income is
rapidly approaching a million dollars a
year. This is fairly big business, which re
quires a competent and responsible full
time staff.
Here is a description of the present staff,
what it does, and what it costs:

I. Administrative—8 persons (excluding Executive Director)—payroll $30,512
1. General correspondence—Reception of visitors, resignations and reinstatements
2. Meetings of council, executive committee, and other committees; Benevolent
Fund, Foundation, annual meeting (agenda, program, minutes, reports)
3. Office management and personnel
4. Supervision of following:
A. Library and Bureau of Information—5 persons—payroll $14,088
Visitors during fiscal year.................................................................
8,014
Inquiries answered................................................................................
14,901
Collection of books and pamphlets....................................................
39,178
Loans of books and pamphlets...............................................................
16,669
B. Admissions—4 persons—payroll $9,100
Applications received during fiscal year............... . ........................
1,927
Admitted during year.........................................................................
1,912
Pending at August 31...........................................................................
591
Correspondence related to new applicants for the year...................
15,416
C. Membership Promotion, Membership and CPA Records, Preparation of
Membership Directory—4 persons—payroll $8,628
Maintenance of lists of CPAs and members; changes of address—additions
Directory copy sent to printer September 20
Promotional letters sent to new CPAs during year.........................
2,331
Applications sent on request during fiscal year—approx.................
3,600
D. Office Services—15 persons—payroll $32,734
(Filing, duplicating, mailing, reception, telephone, mail clerk, messengers)
Pieces of mail handled during year.................................................. 403,514
Multilith and ditto output during year.............................................. 1,026,645
14
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E. Purchasing and Inventory Control—2 persons—payroll $8,120
Sample of activity of this department for one month:
Purchase orders issued..................................................................
Printing orders ...............................................................................
Paper, stationery, and supplies........................................................
Correspondence for one month......................................................
Salesmen interviewed ...................................................................

II. Research—6 persons—payroll $48,500
Bulletins and other publications produced in the fiscal year.....................
Sales to outsiders..........................................................................................
Pending projects: (Accounting Procedure)
Bulletins on Long-Term Leases
Discontinuance of Use of Term “Surplus”
Subjects under consideration:
Classification and Location of Reserves in Balance-Sheet
Restatement of Assets
Mergers
Two Lifo Problems
Essential Disclosures
Pending Projects: (Auditing Procedure)
Case Studies—Grain Company
Chemical & Fertilizer Manufacturer
Steel Fabricating Co.
Small Restaurant
Hospital
Pamphlet—What is an Audit by a CPA?
Monthly department in Journal
Attendance at meetings and addresses by Research Director

15

112
10
58
365
33

8
$77,967

III. Education—6 persons—payroll $23,108
CPA examinations and grading
May, 1949 examination (46 graders)
Number
Candidates
11,454

Candidates’
Papers
Number Papers Graded by AIA
Graded by AIA Auditing Law Theory Prac. Total
6,264
4,918 4,273 4,958
5,308 19,187

Graduate study conferences during year..................................................

4

Work in Process:
Study of practical ways and means to speed up grading procedure
Uniform CPA examination for May, 1950
Examination to be used by Institute committee on admissions
A syllabus covering uniform CPA examinations
IV. Publications—15 persons—payroll $53,606
(This department includes editorial functions, sale of advertising, circulation pro
motion and fulfilment, direct-mail sale of special publications)
The Journal of Accountancy
Circulation..............................................................................................
52,000
Advertising volume............................................................................... $95,482
The Certified Public Accountant
Books and miscellaneous pamphlets
Copies distributed........................................................................... free 149,654
789,809
Gross Receipts ....................................................................................... $153,259
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V. Public Information Department & State Society Service—6 persons—payroll
$30,968
(This department includes public relations and publicity, speakers bureau, pattern
speeches, public information pamphlets, radio, regional conferences, legislative
material, liaison with state societies)
Number of press releases issued..............................................................
327
Special mailings to state societies, including public information pam
phlets, pattern speeches, federal and state legislative statements (ex
clusive of bulletins)...............................................................................
25
Distribution of public information pamphlets during year................... 121,407
VI. Accounting—8 persons—payroll $24,536
(Recording of all income and expenditures, preparation of budgets, periodical
financial statements, tax returns)

As Executive Director and Editor, I
have found my time fully occupied with
staff conferences, committee meetings (71
last year), discussions with scores of in
dividual members of representatives of
other organizations, trips to Washington
(I have spent 35 days there since the last
annual meeting), a heavy correspondnce,
writing editorials and columns for The
Certified Public Accountant, and making
speeches at meetings ( since the last annual
meeting) at New Haven, Connecticut
(twice); Ruston, Louisiana; Little Rock;
Washington, D. C.; Tulsa; Phoenix; Al
buquerque; Denver; Boston; Philadel
phia; Providence; Newark; Chapel Hill,
North Carolina; Baton Rouge, Louisiana;
Minneapolis; Wernersville, Pennsylvania;
Louisville, Kentucky; Columbus, Ohio;
White Sulphur Springs; Ann Arbor;
Milwaukee; and Saranac Lake, New
York.
All staff activities are under the super
vision of the committees of the Institute.
For the first time in the history of the
Institute the staff is now housed in fully
satisfactory quarters, at 270 Madison Ave
nue, New York, providing adequate work
ing space, light, and air.
The officers, councilmen, and hundreds
of committee members contribute without
compensation their knowledge, experience,
judgment, personal influence, enormous
amounts of time, and often their own travel
expenses.
All policy decisions, therefore, are made
by certified public accountants serving

their profession without pay. The staff is
an executive arm, employed to do the daily
work necessary to carry out the policies
adopted. Clear recognition of this funda
mental distinction is essential to a sharp
delineation of duties, responsibilities, and
authority.
This combination of a full-time paid
staff, working under the active direction
of a large number of volunteer commit
tees, whose members collaborate closely
with staff members, and often participate
in actual work projects, is peculiar to non
profit organizations. In the Institute it
operates with remarkable effectiveness, as
the committee reports and financial state
ments plainly show.
Although this report was to be limited
to staff activities, I cannot refrain from a
few enthusiastic words about the progress
of the Institute as a whole. It continues to
grow rapidly. Its vitality is undiminished.
Its effectiveness and its influence increase
each year. The loyalty of its members and
the respect it commands from others are
deeply impressive.
There are minor flaws to be corrected,
and many improvements to be made. But
the organization as a whole has never be
fore been as strong and as good as it is
today. And there is every indication that
it will grow stronger and better in the
future.
Respectfully submitted,
John L. Carey, Executive Director
October 14, 1949

Report of the Executive Committee
To the Council of the
American Institute of Accountants :

Gentlemen : The executive committee
already has reported its actions to the
council in full by forwarding copies of
the minutes of executive committee meet
ings, except the meeting at Los Angeles,
October 30, 1949. Because time at the fall
meetings of council is limited, this report
is being kept to a minimum. It deals only
with matters on which approval of council
is desired for the record, or matters which
are still open and on which council may
wish to act.

Tax Practice Problems
The Bercu decision in New York was a
disappointment and it leaves many ques
tions unanswered, but it does appear to
clarify and settle some questions which
had previously been the subject of debate.
It is the hope of the executive committee
that it may provide a basis for a friendly
settlement of our differences with the bar
associations, and thus preclude further
litigation. The executive committee has
instructed the treasurer to provide $7,500
as an item of expense for the fiscal year
1948-49, to cover the Institute’s share of
the cost of arguing the case in the Court
of Appeals. The total cost of this litiga
tion to the Institute will have been $34,800,
while in addition the New York State So
ciety will have paid costs of approximately
$45,000.
The Conway case in Minnesota, in which
the right of a non-certified accountant to
give tax advice preliminary to the prepa
ration of a return is at issue, has not been
tried.
The Administrative Practitioners Bill,
HR 4446, has been amended to the satis
faction of the Institute, as a result of con
ferences with representatives of the Amer
ican Bar Association and the Congress
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man who introduced the bill. Therefore,
the Institute has withdrawn its opposition
to this measure. The bill has been reported
favorably by the Judiciary Committee of
the House, and has appeared on the consent
calendar, but it has been passed over with
out prejudice. Congress adjourned with
out any action having been taken on this
bill.
Meanwhile, Senator Gillette of Iowa
has introduced a bill, S 1944, which is sup
ported by the Federal Bar Association of
New York, New Jersey, and Connecticut,
an organization having no relationship to
the American Bar Association, which
would also regulate practice before fed
eral administrative agencies, and is wholly
unacceptable to the Institute. Representa
tives of the American Bar Association are
not supporting this bill, but are supporting
HR 4446, which is acceptable to the Insti
tute. There is no likelihood of action on
the Gillette Bill at this session, and it is
hoped that if the Administrative Practi
tioners Bill becomes law, the Gillette Bill
will die in committee.
The bill to make the Tax Court a court
of record, HR 3113, enactment of which
at the present time the Institute opposed at
hearings last winter, was reported favor
ably by the House Judiciary Committee,
and was given a special rule by the Rules
Committee of the House, which would per
mit its consideration on the floor of Con
gress. As a result of protests by members
of the Institute all over the country, con
sideration of the bill has been delayed, and
we have assurance that it will be opposed
by a majority, if not all, of the Ways and
Means Committee.
The Institute’s purpose has been to de
lay enactment of the Tax Court Bill until
the Congress could consider the whole
problem of tax settlement, which will in
volve also consideration of the Mills Bill,
HR 2983, which would create an informal
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tax settlement board. Encouragement has
been given to our hope that the Mills Bill
will be the subject of hearings before the
Ways and Means Committee at the next
session of Congress.
Special counsel fees of $12,000, in addi
tion to the regular retainer, have been in
curred in dealing with the three items of
federal legislation discussed above.
Since the council meeting last spring,
the “Task Force,” composed of the presi
dent of the Institute, chairman of the tax
committee, chairman of the committee on
relations with the bar, chairman of the
committee on public information and a
member of the executive committee (four
of the five members being members of the
executive committee), has held two infor
mal meetings with representatives of the
American Bar Association, one before the
Bercu decision and one after. The major
result of these meetings is a decision on
both sides to reactivate the National Con
ference of Lawyers and Certified Public
Accountants, to which both organizations
are expected to appoint representatives
immediately so that a meeting of the Con
ference can be held in November. There is
good reason to believe, in the opinion of
the executive committee, that the Confer
ence may be able to agree on principles
which will obviate the necessity for further
legislation or litigation relating to the
practice of accountants in the tax field.
It also has been agreed to prepare for
a Conference on Inter-Professional Col
laboration, which will deal with the man
ner in which the several professions may
utilize the skills of the others. The confer
ence is planned to be held at a university
campus, under the joint sponsorship of
the American Bar Association and the
American Institute of Accountants, and
leading educational institutions.

Wages and Hours

The executive committee approved a
proposal of the committee on wages and
hours that counsel be requested to file a
protest against a proposed change in the
definition of professional employee, which
would raise from $200 a month to $75 a

week the delimitation included in the defi
nition. Counsel also has been instructed to
prepare a statement after any new regula
tions on this question have been adopted,
which will inform members of the Insti
tute how they may conform with the min
imum inconvenience or injury to them
selves and their employees.
The executive committee has instructed
counsel to take whatever steps may be
practicable to test in the courts the validity
of the salary delimitation in so far as em
ployees of practicing public accountants
are concerned.
Social Security

In the bill to amend the Social Security
Act, which is before the House of Repre
sentatives, with the approval of the Ways
and Means Committee, old-age pension
coverage is extended to self-employed per
sons in a variety of occupations. Selfemployed professions, such as medicine
and the law, are specifically excluded. Un
der the present language of the bill, selfemployed certified public accountants
would be included.
The opinion has been expressed by some
members that the Institute should request
the Senate Committee which will consider
the bill to exclude self-employed certified
public accountants in recognition of their
professional status, as lawyers and doctors
are excluded. However, expressions of
opinions received from other members in
dicate that they wish to have the benefits of
the old-age pension coverage. Council is
requested to decide whether or not the In
stitute should take any action in the matter.

Veterans Administration Ruling
Last spring the Veterans Administra
tion ruled that on-the-job training benefits
no longer would be available to veterans
employed as staff accountants in public ac
counting firms who had already completed
college or business-school courses in ac
counting. The theory seemed to be that
on-the-job training was intended as a sub
stitute for education, and that the adminis
trator would no longer recognize com
pletion of the experience requirements for
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admission to the CPA examination as an
objective entitling a veteran to financial
aid.
The executive committee doubts whether
this matter is of sufficient importance to
the profession as a whole to require action.
Inquiries addressed to a number of state
societies indicated that in some areas there
was little or no interest in the matter, but
that in others it was of some importance.
It has been suggested that the most
effective protests could be made by the in
dividual veterans concerned through their
organizations, and that they should be en
couraged to express their views to state
administrators and to Washington, if nec
essary through their Congressmen. A pro
test by the Institute or by individual state
societies might appear to be inspired by
self-interest of employers.
The executive committee requests the
advice of council as to whether any action
by the Institute should be taken in this
matter.

Practice in Latin America
The executive committee authorized the
officers and counsel to take such steps as
seemed desirable to avert complete exclu
sion of American accountants from prac
tice in Cuba, which seemed to be threat
ened. While a relatively small number of
members of the Institute were immediately
affected by the Cuban threat, it was feared
that if Americans were excluded from that
country, other Latin American countries
might be encouraged to follow the same
course. Accordingly, an effort was made
to secure temporary relief through action
of the Cuban government, and to provide
a permanent solution of the problem by a
specific provision in a treaty between the
United States and Cuba which was then
in the negotiation stage. Specific recom
mendations have been made to the proper
authorities but no final conclusion has been
reached on either front. Special counsel
fees of $2,500, in addition to the regular
retainer, were incurred in this effort.
The first Inter-American Accounting
Conference, held at Puerto Rico in May,
was a great success, and the Institute was
well represented. There were delegates
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from more than fifteen countries present.
The question of practice of accounting by
the nationals of one country within the
territory of another was aired on the floor
and, while no conclusions were reached,
the discussion was believed to have re
sulted in a better understanding of the
various points of view. It was resolved
that the next Inter-American Conference
would be held in Mexico City within the
next two or three years. T. Coleman An
drews, who headed our delegation at Puer
to Rico, has been appointed as the official
liaison between the American Institute of
Accountants and the Latin-American
group.
The Institute is a member of a PanAmerican Union of Accountants which
was organized by the leading accounting
body of Argentina some years ago, but it
has recently been relatively inactive. Mr.
Andrews has been requested to act as our
official representative to that body also, in
the hope that professional relations with
the representatives of the sister republics
to the south may eventually be conducted
through one channel.
The British accounting bodies are pre
paring for an international accounting
congress in London in 1951, at which it is
hoped the American Institute will be well
represented.
Relations with foreign organizations of
accountants assume greater importance as
the export of American capital to foreign
countries becomes more likely under the
so-called “Point 4” of the program of the
President of the United States. Imple
mentation of the Point 4 Program will al
most certainly result in plans for Amer
ican accountants to undertake engagements
abroad, and the business and financial
transactions involved may well bring more
foreign accountants to this country than
in the past. Unnecessary impediments to
the conduct of professional engagements
by qualified accountants throughout the
world will, in the opinion of the executive
committee, be a serious handicap to world
economic recovery. It is believed that the
Institute should take the lead in attempt
ing to minimize the restriction on the in
ternational practice of accounting.
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Administrative Matters

Proposed Enlargement
Of the Council
Acting on a suggestion of the commit
tee on nominations, the executive com
mittee discussed at length the desirability
of increasing the size of the council of the
Institute so as to afford more adequate
representation of the growing number of
members of the Institute, and particularly
to permit continuous representation from
some of the smaller states whose member
ship would not be large enough to justify
an elected member of the council on a
ratio basis, which has more or less gov
erned the allotment up to now.
The executive committee recommends
for the consideration of council that the
number of elected members of council be
increased from the present forty-eight to
seventy-two, in addition to the ex officio
members (state society presidents and past
presidents of the Institute and the Amer
ican Society), and the nine members
elected at large.
It is recommended that the increase be
brought about by submission to the mem
bership of an amendment to the bylaws,
for enactment at the annual meeting in
1950, providing for the election in 1951 of
twenty-four members of council instead of
sixteen for a three-year term, eight addi
tional members of council for a two-year
term, and eight additional members of
council for a one-year term, and there
after for the election each year of twentyfour members of council for a three-year
term. Simultaneously, the executive com
mittee recommends that the council adopt
a resolution instructing the nominating
committee to allocate available places on
the council as follows:

1. Every state with fifty members or
more shall at all times have at least one
elected member of the council (in addition
to the ex officio membership of the presi
dent of the state society).
2. After each state with fifty or more
members has been allocated one place on
the council, the remaining available places
be allocated generally in accordance with

the ratio of members in the state to the
total membership of the Institute.

At the same time, the executive com
mittee recommends that the present limita
tion in the bylaws that no more than six
members of council be elected from each
state be deleted. This provision is clearly
obsolete, having been adopted at the time
when the entire membership of the Insti
tute was less than the present membership
in several individual states. So long as
provision is made that practically every
state shall be represented on the council,
the executive committee sees no need for
such a limitation, but believes that repre
sentation should be in accordance with the
number of members.
If the council approves this proposal, it
is recommended that it be referred to the
committee on bylaws, to be put in the
proper form for submission as an amend
ment of the bylaws at the 1950 annual
meeting; that the council instruct the ex
ecutive committee to prepare a resolution
as outlined above for adoption as soon as
possible after approval of the amendment
to the bylaws, presumably at the spring
1951 council meeting.

Resignation from Council
Chester Macklin, who had been elected
as a member of council on recommendation
of members within Wisconsin, where he
resided at the time, has moved his resi
dence to New York, and accordingly ten
dered his resignation as a member of coun
cil, which the executive committee has
accepted with regret. The nominating com
mittee has recommended the election of a
member in Wisconsin to fill the unexpired
term.
New Headquarters
The Institute staff now occupies new
headquarters offices at 270 Madison Ave
nue, New York. The move was made Au
gust 1st, after an eleven-year lease had
been negotiated under conditions approved
by the council at its May meeting.
The Institute has leased two floors of
the building, containing an aggregate of
26,000 square feet, at a rental of $80,000
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a year, or $3.08 a foot. Until May 1, 1950,
the Institute occupies only 16,500 feet, the
former tenants retaining the balance. After
that date, it is expected the Institute will
occupy an additional 3,000 feet, to be
used by the staff of examiners who grade
the uniform CPA examinations. (Previ
ously the graders have been housed out
side the Institute headquarters at higher
rental rates). The balance of approxi
mately 6,500 square feet will be sublet, it
is hoped, at a price in excess of that which
the Institute is paying. The annual rental
for the next ten years, in other words, can
be expected to be approximately $60,000,
less whatever profit is made on the sub
rental of the excess space.
The cost of constructing new and mod
ern offices, floor covering, providing ade
quate air and light, etc., aggregated about
$84,000, approximately as estimated. Pay
ments by the present and former landlords
to induce the Institute to occupy the new
quarters and relinquish the old ones, re
spectively, will total about $70,000. The
net cost of about $14,000 has been charged
against income for the fiscal year 1948-49.

Supplementary Financing

Under authority of the council the pres
ident, in July, invited public accounting
firms and practitioners represented in the
membership of the Institute to make vol
untary contributions for the next two fiscal
years to expand the activities of the Insti
tute in certain indicated directions. The
response has been extremely encouraging.
At October 25th, 1924 firms and practi
tioners had sent in checks or pledges ag
gregating $57,757.50, applicable to the
current fiscal year, and $40,344.50 to the
year 1950-51.
For the guidance of the committee on
budget and finance, the executive com
mittee has indicated projects, activities,
and services on which it is believed the ad
ditional funds may appropriately be spent
(as outlined in the minutes of the executive
committee meeting of September 27th).
The budget to be presented by the com
mittee on budget and finance will make
provision as well as can now be estimated,
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the cost of the expansion to be begun this
year.
It is perhaps worth repeating in this
report that the Institute has been living
well within its income from regular opera
tions, and has incurred no deficit. The re
quest for contributions has been actuated
entirely by a desire to improve and expand
the services which the Institute renders to
the profession more rapidly than the grad
ual increase in income from dues and the
sales of publications would permit.
While regular income always has been
greater than budgeted expenditures, pay
ments made from the contingency fund
of the Institute in recent years for special
counsel fees, research, and other extraor
dinary expenses, have depleted the fund
more rapidly than additions have been
made to it. Accordingly, the executive
committee has resolved that in the future
all income and disbursements be credited
or charged to the income account, that pro
vision be made in the budget for extra
ordinary legal fees or other non-operating
expenses which can be foreseen, that no
direct charges or credits be made to the
contingency-fund account, and that money
be appropriated by council from the fund
to cover any annual deficits which may be
incurred.

Auditors
The executive committee recommends
the election of Franke, Hannon & Withey,
New York, as auditors for the Institute
for the fiscal year 1949-50. Election of
auditors at the fall meeting of council will
facilitate the preparations to undertake
their work at the end of the fiscal year.
Complaints and Trials

The executive committee has received
from the committee on professional ethics
reports of prima facie violations of the
rules of professional conduct on the part
of members of the Institute involved in
two cases which have been the subject of
proceedings before the Securities and Ex
change Commission. The executive com
mittee summoned the members concerned
to appear in answer to the complaints at a
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session of the trial board scheduled for
November 3,1949.
Inasmuch as the council will elect a new
committee on professional ethics on the
morning of November 3rd, prior to the
session of the trial board at which the
retiring committee will present complaints
adopted during the past year, the executive
committee recommends that the council
elect the new committee on ethics to take
office November 7th, leaving the old com
mittee free to officiate in the meantime.
Proposed Resolution Regarding
Communism
The executive committee recommends
to council adoption of the following reso
lution :

Be it Resolved that it is the opinion
of this Council that any accountant who
publicly or secretly aids, supports or as
sists the world Communist movement
to accomplish its objectives in the United
States, by participating in its program,
whether he be an avowed party member
or not, is guilty of an act discreditable
to the profession and should not be per
mitted to become or remain a member
of the American Institute of Account
ants.

Distribution of Publications
The executive committee has approved
distribution to banks throughout the coun
try of reprints of the geographical firm
listings in the membership list. The cost
of reprinting and mailing is estimated at
$2,300.
Following is a record of the distribution
of miscellaneous publications of the In
stitute during the past fiscal year, other
than The Journal of Accountancy and The
Certified Public Accountant, committee re
ports, lists of officers, council, and special
communications to members:

following purchases and sales of secur
ities :
Purchases
General Fund

$50,000 United States 1⅛%
Treasury Certificates of
Indebtedness, series E,
due June 1, 1949 @ 99.97
net.................................. $49,985.00
Endowment Fund

$ 5,000 New York Central &
Hudson River Railroad
Lake Shore 3½s, due
1998 @ 54¼ plus com
mission and tax............
$ 2,000 St. Louis, San Francisco
Railway 1st 4s, due 1997
@ 84⅝ plus commission
and tax..........................
600 shs. Northern States Power,
common @ 10⅛ plus
commission and tax...
400 shs. Virginia Electric &
Power, common @ 16⅝
plus commission and tax
American Institute
Foundation

of

2,725.00

1,702.50
6,165.36

6,723.24

Accountants

$ 5,000 New York Central &
Hudson River Railroad
Lake Shore 3½s, due
1998 @ 54¼ plus com
mission and tax............

2,718.75

American Institute Benevolent Fund Inc.

80 shs. Best Foods, Inc., com
mon @ 26⅜ plus com
mission and tax............
80 shs. Cincinnati Gas & Elec
tric Company, common
@ 28¾ plus commission
& tax ............................
80 shs. Reynolds Tobacco Com
pany, common @ 35½
plus commission and tax

2,128.55

2,319.77
2,148.94

Safes
General Fund

$50,000 United States 1⅛%
Treasury Certificates of
Indebtedness, series E,
due June 1, 1949........
50,000.00
Contingency Fund

Copies
Gross
Items
Distributed Receipts
Books and Pamphlets.. 149,654
free
789,809
$153,259
Bank Forms.................. 413,363
8,144

Securities
The executive committee approved the

$ 9,000 United States Treasury
bonds 2½% @ 103........

9,335.00

Endowment Fund

$ 5,000 New York Central re
refunding & improve
ment 4½s, due 2013 @
54⅛ less commission
and tax..........................

2,691.19

Committee on Budget and Finance

$ 1,100 St. Louis, San Francisco
Railway 2nd 4½s, due
2022 @ 49 less commis
sion and tax..................
17 shs. St. Louis, San Francisco
Railway preferred stock
@ 33⅝ less commission
and tax..........................
35 shs. St. Louis, San Francisco
Railway common stock
@ 8⅛ less commission
and tax ........................
100 shs. Bethlehem Steel 7%
preferred @ 130⅞ less
commission and tax...
American Institute
Foundation

of

531.44

561.41

274.86

13,038.14

Accountants

$ 5,000 New York Central re
funding & improvement
4½s, due 2013 @ 54⅛
less commission and tax

2,191.20

American Institute Benevolent
Fund Inc.

200 shs. National Biscuit Com
pany, common @ 33⅜
less commission and tax

6,612.28

Membership
At August 31, 1949, membership of the
Institute was 13,960. At the end of the pre
vious fiscal year it was 12,247. During the
year the executive committee has accepted
the resignations of 91 members, and 90
members have been dropped for non-pay
ment of dues, a loss of 1.5 per cent. The
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executive committee has advanced the dues
of 104 members who for various reasons
were unable to make payment before the
deadline date. The total amount advanced
was $2,800, of which $985 has been repaid.
Deaths of the following members have
been reported since the May meeting of
the council:
Edward J. Archinard F. C. Redfield
Joseph Lucien Block John W. Roberts
Charles A. Bolner
Roscoe F. Rupp
Roy E. Chase
Charles Walker Saussy
W. M. Shanahan
Myrtile Cerf
Henry W. Sharkey
R. W. E. Cole
John A. Cull
George O. Short
Rolfe H. Starrett
John L. Davies
Charles F. Strandberg
Herbert T. Davis
Lyman H. Stuart
Carl Ehrengart
Harry A. Studt
Alfred L. Geiger
Rudolph John Gross William T. Sunley
Herman T. Hagren Raymond Lee Ward
Adam R. Hampton Walter R. Wege
Casper C. Velick
Christian Hansen
Charles Wein
Clifford E. Iszard
Milton J. F. Janssen Frank A. Willison
Ernest Johnson
James A. Winn
Francis E. Kepple
Emil T. Weiler
William A. Mackie Lee J. Wolfe
Ralph C. McKibbin Eugene C. Wood
Thomas A. Miller
Walter C. Wrye
Herman Moskowitz

Respectfully submitted,
Percival F. Brundage, President
John L. Carey, Executive Director
October 30,1949

Committee on Budget and Finance
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on budget
and finance presents herewith budgets for
the fiscal year 1949-1950, covering esti
mated revenues and expenditures of the
American Institute of Accountants and
subsidiary corporations.
There are two new departures in the
present budget; one is that the expenses
which used to be charged to the contin
gency fund direct are now, by resolution
of the executive committee, being pro
vided for out of current income. In this
current budget there are $15,000 for ex
traordinary legal expenses, all of which in

recent years have been charged direct to
the contingency fund. In addition, there
is a $10,000 appropriation for the study of
business income, which formerly was
charged direct to the contingency fund
also. The present budget includes pro
visions for rent, electricity, insurance and
building services in the new quarters
amounting to $33,633 in excess of last
year. There are also provisions of $33,000
for publication of a membership list and
binder to take the place of the year book,
which was omitted entirely last year.
The expenses of the annual meeting
will be about $4,500 greater than last
year’s, due to increased travel expenses of
speakers, guests, and staff.
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The operating deficit of the library
will be $18,300, which the general fund
will have to make up.
The total budgeted expenditures, in
cluding all the items mentioned above,
amount to $908,700.
The estimated income, including $50,000 of special voluntary contributions ap
plicable to the current year, total's $968,700, leaving an excess of income over
expenditures of $60,000, $40,000 of which
is shown as available for the expansion
plans outlined in the report of the execu
tive committee, leaving a consolidated ex
cess of income over expenditures of
$20,000.
It is the belief of your budget commit
tee that some provision should be made
for increasing the amounts available for

unforeseen emergencies. If experience
during the year indicates that the income
will be greater or expenditures less than
presently estimated there may be addi
tional funds available for the expansion
program.
The committee has approved changes in
the investments, as recommended by the
United States Trust Company of NewYork the details of which are included in
the report of the executive committee.
The committee requests that the budgets
submitted herewith be adopted.

Respectfully submitted,
J. Harold Stewart, Chairman

Edward A. Kracke

Charles H. Towns

AMERICAN INSTITUTE OF ACCOUNTANTS
AMERICAN INSTITUTE PUBLISHING CO., INC.

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION

Consolidated and Summarized Budget
REVENUE, ESTIMATED

Budget
1949-1950

Membership dues ............................................................................................................. $350,000
Income from The Journal of Accountancy...................................................................
293,000
Income from investments ..............................................................................................
20,700
Fees from state boards of accountancy...........................................................................
140,000
Application fees ...............................................................................................................
2,000
Sales of books (Publishing Co.).......................................................................................
18,000
Sales of Institute publications (less production costs)
and other income .........................................................................................................
95,000
Contributions for expansion of Institute
activities for 1949-1950 ................................................................................................
50,000
Total income ...................................................................................................... $968,700
EXPENDITURES TO BE APPROPRIATED

Salaries and fees for professional services:
Salaries:
Institute administration .......................................................................................... $ 46,000
Editorial, advertising and circulation.....................................................................
73,000
Public information department...............................................................................
18,500
State society service department.............................................................................
12,000
Research department................................................................................................
51,600
Educational department and board of examiners’ staff.......................................
32,000
Library staff .............................................................................................................
14,300
Committee on history ..............................................................................................
200
Accounting, purchasing and office services............................................................
76,200
Total (carried forward) ......................... $323,800

Committee on Budget and Finance
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Consolidated and Summarized Budget, (Continued)
Budget
1949-1950
Total (brought forward) ......................... $323,800

Fees for professional services:
Public information department—professional fees................................................
Technical services for The Journal of Accountancy....................................
Auditing fees ...........................................................................................................
Legal fees of counsel retainer and expenses ....................................................
Special legal fees .....................................................................................................
American Institute pension plan costs .........................................................................
Social security taxes .....................................................................................................

$ 10,500
1,000
2,000
6,500
15,000
$ 35,000
$ 12,000
7,400

Administrative expenses:
Stationery and printing................................................................................................
Postage and express ....................................................................................................
Telephone and telegraph ............................................................................................
Rent, electricity, insurance and building expenses ................................................
Supplies and equipment ..............................................................................................

$ 8,150
30,000
5,950
60,000
17,200
$121,300

Traveling expenses:

President .......................................................................................................................
Council and trial board ..............................................................................................
Staff ..............................................................................................................................

$ 1,500
7,000
10,000
$ 18,500

Publications:
The Journal of Accountancy production costs...........................................................
Certified Public Accountant ......................................................................................
Permanent binders for reports and membership lists..............................................
Special reports to members ........................................................................................
Production cost of books sold..................................................................................
Mailing services of The Journal of Accountancy....................................................
Advertising and promotion expenses .........................................................................

Expenses of certified public accountant uniform examinations,
including fees for preparation and grading papers................................................
Expenses of annual meeting, council and executive committee.................................
Technical and other committee expenses.......................................................................
Public information department expenses .....................................................................
Library books and magazines........................................................................................
Contribution to committee on selection of personnel....................................................
Contribution to business income research study...........................................................
General expenses .............................................................................................................
Appropriation for expansion of Institute activities....................................................
Provision for excise and income taxes
(American Institute Publishing Co., Inc.) .............................................................
Total expenditures............................................
Estimated excess of income over expenses........

$106,000
12,000
15,000
33,000
8,200
5,000
14,000
$193,200
$130,000
14,500
7,500
5,000
5,500
10,000
10,000
5,300
40,000
$939,000

9,700
$948,700
$ 20,000
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Estimated Revenues and Expenditures
AMERICAN INSTITUTE OF ACCOUNTANTS
Budget
1949-1950
REVENUE, ESTIMATED

Membership dues .............................................................................................................
Income from securities ...................................................................................................
Fees from state boards of accountancy .......................................................................
Application fees .............................................................................................................
Sales of Institute publications
(less production costs) and other income ...............................................................
Charge to American Institute Publishing Co., Inc.
for administrative and editorial costs .......................................................................
Contributions for expansion of Institute activities ....................................................
Total income ..............................................

$350,000
4,500
140,000
2,000

94,500

101,800
50,000
$742,800

EXPENDITURES TO BE APPROPRIATED

Salaries:
Institute administration ..............................................................................................
Public information department ...............................................................................
State society service department ..............................................................................
Research department ..........................
Educational department and board of examiners’ staff............................................
Committee on history .................................................................................................
Accounting, purchasing and office services...............................................................

Fees for professional services
Professional fees for public information department..............................................
Auditing fees .............................................................................................................
Legal fees—counsel retainerand expenses.................................................................
Special legal fees .........................................................................................................

$ 46,000
18,500
12,000
51,600
32,000
200
76,200
$236,500
$ 10,500
2,000
6,500
15,000
$ 34,000
12,000
6,000

American Institute pensioncosts ....................................................................................
Social security taxes .......................................................................................................
Administrative expenses:
Stationery and printing .............................................................................................. $
Postage and express ........................................................................................................
Telephone and telegraph ..........................................................................................
Rent, electricity, insurance and building expenses...................................................
Supplies and equipment ..................................................................................................
$

Traveling expenses:
President’s expenses ...................................................................................................
Council and trial board...............................................................................................
Staff and regional conferences..................................................................................

Publications:
The Journal of Accountancy......................................................................................
Certified Public Accountant ......................................................................................
Permanent binders for reports and membership lists..............................................
Special reports to members ......................................................................................
Announcements and advertising publications..........................................................

6,500
14,500
5,500
48,000
15,000
89,500

$ 1,500
7,000
10,000
$ 18,500

$ 44,000
12,000
15,000
33,000
4,000
$108,000
Total carried forward .............................. $504,500
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Budget
1949-1950

Total brought forward ............................. $504,500
Expenses of certified public accountant uniform examinations
including fees for preparation and grading papers............................................ $130,000
Expenses of annual meeting, council and executive committee.................................
14,500
Technical and other committee expenses .....................................................................
7,500
Public information department expenses .....................................................................
5,000
Contribution to committee on selection of personnel................................................
10,000
Contribution to business income research study...........................................................
10,000
General expenses
......................................................................................................
3,000
Appropriation forexpansionof Institute activities.........................................................
40,000
Totalexpenditures...................................... $724,500
Add:
Deficit of endowment fund...........................................................................................
18,300
$742,800
Excess of income over expenditures ...............................................................

0

ENDOWMENT FUND

Budget
1949-1950
REVENUE, ESTIMATED

Income from investments ................................................................................................
Contribution for library from the Foundation.............................................................
Miscellaneous income (profit from sales of Accountants’ Index Supplements)..
Total income ..............................................

$ 12,000
3,500
500
$ 16,000

EXPENDITURES TO BE APPROPRIATED

Salaries of library staff .................................................................................................
Social security taxes .......................................................................................................
Administrative expenses:
Stationery and printing ..............................................................................................
Postage and express ...................................................................................................
Telephone and telegraph ............................................................................................
Rent, electricity, insurance and building expenses..................................................
Supplies and equipment ..............................................................................................

$ 14,300
400

Books and magazines .....................................................................................................
General expenses .............................................................................................................
Total expenditures ....................................

5,500
600
$ 34,300

Excess of income over expenditures to be absorbed by general fund.......................

$ 18,300

150
500
150
12,000
700
$ 13,500

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
REVENUE, ESTIMATED

Income from investments ..............................................................................................
Total income ..............................................

$ 3,700
$ 3,700

EXPENDITURES TO BE APPROPRIATED

Contribution to endowment fund library .....................................................................
General expenses—custodian fees ..............................................................................
Total expenditures ....................................

$

200
3,500
$ 3,700
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To

the Directors of the American Institute Publishing Co., Inc.:
Gentlemen : The committee on budget and finance of the American Institute of

Accountants submits herewith a budget for your Corporation for the year ending August
31, 1950:
AMERICAN INSTITUTE PUBLISHING CO., INC.
Budget
1949-1950
REVENUE, estimated

Income from The Journal of Accountancy for subscriptions earned,
advertising and other income ....................................................................................
Income from sales of books............................................................................................
Income from investments................................................................................................
Total income ..............................................

$235,000
9,800
500
$245,300

expenditures to be appropriated

Salaries .............................................................................................................................
Fees for professional services ......................................................................................
Social security taxes .....................................................................................................
Administrative expenses:
Stationery and printing ..............................................................................................
Postage and express ....................................................................................................
Telephone and telegraph ............................................................................................
Supplies and equipment ..............................................................................................
Taxes .............................................................................................................................

$ 73,000
1,000
1,000

1,500
15,000
300
1,500
9,700
$ 28,000
14,000
5,000

Advertising and promotion expenses ..........................................................................
Mailing service of The Journalof Accountancy.............................................................
Administrative and editorial costs charged by
American Institute of Accountants...........................................................................
General expenses .............................................................................................................
Total expenditures .....................................

101,800
1,500
$225,300

Excess of income and expenditures...................................................................

$ 20,000

Respectfully submitted,
J. Harold Stewart, Chairman
Edward A. Kracke
Charles H. Towns

Board of Examiners
To the Council of the
American Institute of Accountants :

Gentlemen: Since the report to the
May meeting of the council, the board of
examiners has held two meetings. How
ever, as in the past, the principal work of
the board has been carried on by subcom
mittees dealing with each subject included
in the uniform examination.
The results of the grading by the Insti
tute of the May 1949 examination showed
greater consistency as between the differ
ent subjects of the percentage of candi
dates passing, and in general those per

centages were somewhat higher than for
the November 1948 examination. The May
1949 uniform examination was taken in
whole or in part by 11,454 candidates. A
comparison of this number with the 1,289
candidates taking the examination five
years ago in May 1944 indicates the great
increase that has been taking place in the
responsibility and work of the board.
A total of forty-five graders was en
gaged in grading the 19,187 separate
papers which were sent in for grading by
the states utilizing the Institute grading
service. The preparation of the examina

Committee on Professional Ethics

tion and the grading of the May 1949 ex
amination cost $76,785. Income from fees
amounted to $73,439.
Plans are now being made for grading
of the November 1949 examination. It
is expected that there will be even more
papers to be graded in November than
there were in May.
The State of Wisconsin will give the
uniform examination for the first time in
November. This leaves only one state not
now using the uniform examination.
The following candidates were elected
to receive the Elijah Watt Sells prizes for
excellence in the May 1949 examination:
First Award: Illinois Candidate—
Robert Junius Smith, Assistant Pro
fessor at Brigham Young University,
Provo, Utah.
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Second Award: Georgia Candidate—
Homer Augustus Black, College of Bus
iness Administration, University of
Georgia, Athens, Georgia.
Honorable Mention: Illinois Candi
date—William David Labaw, 53 Mar
ston Avenue, Apartment A-8, Detroit,
Michigan.
Respectfully submitted,
Donald P. Perry, Chairman
Herman W. Bevis
Walter N. Dean
Alexander Eulenberg
Ira N. Frisbee
John J. Lang
J. Cyril McGarrigle
John W. Queenan
Edward J. Stegman
October 25,1949

Committee on Professional Ethics
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on profes
sional ethics has held one full meeting
since the spring meeting of council. Two
complaints against partners of accounting
firms which had been subject to criticism
by the Securities and Exchange Commis
sion have been referred to the executive
committee during the past year, with the
recommendation of the committee on pro
fessional ethics that the members concerned
should be summoned to appear before the
trial board which will meet following the
annual meeting in Los Angeles, California.
The committee has received an unusually
large number of inquiries relating to the
rules of professional conduct during the
past year. Most of its work has of necessity
been carried on by correspondence.
Rule No. 10
At the spring 1949 meeting of council,
there was discussion of an interpretation
of Rule No. 10(a) of the rules of profes
sional conduct, contained in the report of
the committee on professional ethics, to
the effect that permission to announce in

the public prints changes in firm person
nel was not intended to include staff per
sonnel. Council voted to refer the question
back to the committee for further study,
recommending that the individual mem
bers of council make their views on the
question known to the ethics committee.
The chairman of the committee sent a
letter to members of council on August
10, 1949, requesting their views on the
matter. The committee has made a careful
study of the replies received, a large ma
jority of which were in favor of restrict
ing the announcement to partners, or to
managers in offices where there are no
resident partners, and reports that such
restriction is the present interpretation of
this committee.
A no lysis of Cases

49-5. The committee received a com
plaint from an attorney at law charging
that a member of the Institute had acted
in an unprofessional manner regarding his
fee in connection with a tax case. The mat
ter is being investigated by the grievance
committee of the local state society of cer
tified public accountants, and by the state
board of accountancy. The state board has
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requested an opinion from the State At
torney General as to the proper procedure
to follow in handling the complaint. The
Institute committee is awaiting further
word from the state board of accountancy
after such Attorney General’s opinion has
been received, before proceeding further
with the complaint.
49-6. A complaint was received that a
member of the Institute had allegedly vio
lated Rule 10 of the rules of professional
conduct by the insertion in a newspaper of
an advertisement announcing establish
ment of a special service department for
retailers and garment manufacturers. The
committee requested an explanation from
the member concerned, and in view of his
assurance that there would not be a recur
rence of advertising on his part, closed the
file in the case.
49-7. The attention of the committee has
been called to an indictment of a certified
public accountant on charges of forgery
and conspiracy. Although the accountant
concerned is not a member of the Institute,
he is a member of the state society of cer
tified public accountants, and partners of
his firm are members of the Institute. The
appropriate committee of the state society
has the matter under consideration, and
in accordance with established precedent,
the Institute’s committee on professional
ethics is awaiting disposition of the case
by the society before communicating with
the partners of the firm who are members
of the Institute.

49-8. The committee received a com
plaint that a firm of certified public ac
countants, of which partners are members
of the Institute, had allegedly violated
rules 7 and 10 of the rules of professional
conduct by the distribution of a blotter
and calendar containing the firm’s name,
to the clients of other public accountants.
An explanation was requested from the
firm in question, and in view of assurances
of the senior partner of the firm that the
distribution of the calendar-blotter would
be discontinued, the committee closed the
file.
49-9. The attention of the committee has

been directed to a release of the Securities
and Exchange Commission, in which a
firm of accountants, of which partners are
members of the Institute, is mentioned in
a manner that suggests the possibility of
violation of the rules of professional con
duct. After correspondence with the firm
in question, the committee has resolved
to report the matter to the executive com
mittee, in order that the members may be
summoned to appear before the trial board.
49-10. The committee’s attention was
called to the prospectus of a vending en
terprise prepared by a firm of certified
public accountants and allegedly being dis
tributed by the manufacturer. One of the
partners of the firm in question, who is a
member of the Institute, is described in
the prospectus as one of the incorporators
of the vending enterprise. The committee
directed the attention of the member to
Rule 12 of the rules of professional con
duct and asked for an explanation of the
circumstances. The member concerned
stated that the use of the prospectus was
without his knowledge or authorization,
and requested advice from the committee
as to what steps should be taken to remedy
the unfortunate situation. The member
was advised that the responsibility was
his and the suggestion was offered that he
consult counsel.

Summary of Inquiries and Responses
Q. A reputable law firm and my ac
counting firm wish to arrange between
ourselves to refer our clients to each other
for legal and accounting services beyond
the scope of our respective professions.
There will be no fee splitting under this
arrangement, nor will either firm attempt
to represent to the public that it is practic
ing the other profession. We would like to
have our stationery show that each firm
has representation in the other profession.
To what extent might we be permitted to
make this arrangement without violating
the rides of professional conduct?
A. An arrangement such as the one de
scribed would be looked upon unfavorably.
Q. We have inaugurated a management
service department and have employed an
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industrial engineer to render a part of the
service to be included in this department.
Can we permit the name of our firm to be
listed in the classified section of the tele
phone directories in the cities in which we
operate under such classifications as “Man
agement Service” or “Industrial Engi
neering?”
A. There would be no objection to your
listing your firm name in the telephone
directories under the classifications re
ferred to, provided you comply with the
provisions of Rule 10(b) of the rules of
professional conduct.
Q. Would I be permitted under the In
stitute’s rules of professional conduct to
take out a state insurance broker’s license
and at the same time practice as a certified
public accountant, with the understanding
that, first, my insurance activity will not
encroach upon my accounting practice,
and, second, I will not advertise either my
accounting or insurance activities? In the
event that any advertising is necessary for
insurance purposes, in no way will any
reference be made to my accounting prac
tice.
A. An accountant should be discouraged
from taking out such an insurance broker’s
license and selling insurance, but such
actions are not prohibited under the In
stitute’s present rules of professional con
duct. In expressing this opinion, the com
mittee calls your attention to the possible
danger of carrying on both activities and
to the fact that questions may be raised
as to lack of independence or of solicita
tion.
Q. I am a certified public accountant
who has recently opened my own office for
the practice of public accounting in my
own name. My office adjoins that of a pub
lic accountant licensed under the state laws
for whom I plan to work on a per diem
basis, with no certification being required.
We have an understanding that I am to
perform work for his clients and eventu
ally purchase some of his practice for my
self, as he contemplates eventual retire
ment. We are in no sense of the word
partners, although associated in our work.
Would it be a violation of the Institute’s
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rules of conduct to place a sign on a joint
door to our respective offices?
A. The committee on professional ethics
does not foresee any violation of the In
stitute’s rules of conduct in the proposed
lettering to be placed on the door of the
office you share with a registered public
accountant. However, the committee would
prefer that the following lettering be used:
John Smith, Public Accountant
Richard Jones
Certified Public Accountant

The committee is reminded that the official
code of ethics of the state board in your
state applies equally to certified public
accountants and to public accountants.
You may wish to check with the state
board to make certain that your proposed
action would in no way violate the state
code of ethics.

Q. I offer a bookkeeping service to the
businesses of this community which are
not large enough to require a full-time
bookkeeper. While the businesses are
small, some of them are required to fur
nish banks and/or bonding companies cer
tified statements. Would there be any ob
jection to my expressing an opinion on
financial statements prepared from these
books if I should confirm the accounts and
notes receivable, accounts and notes pay
able, and any other accounts that would
ordinarily be independently verified dur
ing the course of an audit?
A. So long as you can support your
contention of independence and comply
fully with Rules 5 and 6 of the rules of
professional conduct, there can be no ob
jection to your expressing an opinion on
the financial statements prepared from
books of clients which you have kept, pro
vided you disclose the fact that you have
kept such books for the client.
Q. Would the use of calling cards,
standard size, bearing the name of the firm,
members of the firm and the telephone
number, be a violation of Rule 10 of the
rules of conduct, so long as the cards were
used purely in cases where it was neces
sary to leave your name and number or
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were submitted to the party whom you
were calling upon?
A. The inclusion of the names of several
members of an accounting firm on a call
ing card would not be a technical violation
of the rules of professional conduct, but
the committee believes that such usage
would be in extremely poor taste. In deal
ing with your inquiry, the committee
raises the question as to why names of
partners of the firm should be shown on a
calling card. It is customary to show the
firm name and the name of the person pre
senting the card.

Q. Would it be proper for a member of
the Institute to allow his name to appear
on the cut of a handbook contained in
promotional material distributed by the
publishers?
A. Distribution of the advertising mate
rial with a cut of the book with a member’s
name shown thereon by the publishers
would not be a violation of the rules of
professional conduct. If the books in ques
tion were purchased by the member and in
discriminately distributed by him, a vio
lation of the rules of conduct would have
occurred.

Q. An interpretation of Rule 16 of the
rules of professional conduct is requested
in the following situation:
Several months ago, I attended a con
ference between the owner of a corpora
tion, one of my clients, which was on the
brink of insolvency (now insolvent), and
a representative of the principal creditor.
The creditor agreed to an extension of time
on certain conditions, among which was
that he be furnished with monthly oper
ating reports, which he stated did not have
to be completely verified, but should be
based on actual physical inventories. A
month later I asked my client to prepare
for a physical inventory, which he de
ferred for a month, and although I had
asked to be present, I was not notified and
was unable to be present when the inven
tory was taken. The balance-sheet had
been completed, except for insertion of the
inventory figures, which the client inserted
and presented the balance-sheet on his own

responsibility. The statement was typed
by my office as a matter of accommodation,
but was not on my stationery, and I did
not sign it. The fact that I took no respon
sibility for the statement was made clear
to the creditor both by the manner of pres
entation and by telephone. The creditor has
criticized me severely, stating that the
client had not lived up to his agreement
and I had not verified the inventory or
taken any responsibility for the statement.
I did my best to force my client to live up
to his agreement, short of asking the cred
itor to bring pressure, and short of publicly
withdrawing from the case. I did not fol
low either of the alternatives because I
felt that I was precluded from using them
in view of Rule 16 of the rules of conduct.
A. It would not appear to the committee
that the problem you mention covers any
question of honesty on your part, but
merely of the understanding that was
reached at the conference between the
creditor, the client, and yourself. While it
is generally true that an accountant should
not voluntarily give information to third
parties, if there was a clear understanding
at the meeting as to what should be done
and your responsibility in that connection,
then you might have a responsibility not
only to your client but to the creditor. If
you had an understanding at the meeting,
it would not appear proper for you to allow
an unaudited statement which did not meet
the requirements as expressed at the meet
ing to be typed in your office. The commit
tee does not believe that Rule No. 16 of
the rules of conduct could properly be
interpreted as justifying you in failing to
carry out a procedure agreed upon at a
meeting with the creditor, attended by you
and your client, if the procedure to be fol
lowed was clearly understood by all con
cerned.

Q. Would there be anything unethical
in the following procedure, and would the
new firm have the right to act as a firm of
certified public accountants:
Jones and Brown enter into a partner
ship called Jones-Brown & Company for
the practice of public accounting, at which
time neither are certified public accoun
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tants. Jones later passes the CPA examina
tion and becomes a member of the Institute,
but no change is made in the agreement
and the partnership is not held out as a
firm of certified public accountants. Other
offices are opened under the firm name and
other CPAs are admitted as partners in
the new offices. Separate partnership
agreements cover each separate office, and
Jones and Brown are partners in all of
fices. The firm is still not represented to
the public as CPAs. All partners except
Brown are CPAs. It is proposed that
Brown dispose of his various partnership
interests by sale to Jones, and that Brown
thereby be removed as a partner. It is
the desire of all concerned that the firm
name remain unchanged, since it has a
certain value, but that Brown remain as
an employee. All partners in the firm
would then be certified public accountants.
It is contemplated, of course, that an actual
sale be made.
A. There would appear to be no viola
tion of the Institute’s rules of professional
conduct in the use of the firm name of
Jones-Brown & Company, certified public
accountants, in the event that the interest
in the partnership of Mr. Brown, who is
not a certified public accountant, is sold
to Mr. Jones through a bona-fide transac
tion and an appropriate announcement
thereof is made in which it is stated that
Mr. Brown no longer has any interest in
the firm, but is remaining solely as an
employee thereof. However, attention is
called to the fact that it would be very
difficult for clients and the public to realize
that Mr. Brown is no longer a principal
partner, but merely an employee of the
firm, unless sufficient publicity were given
to the matter. Such publicity would un
doubtedly have undesirable results. The
committee therefore believes that the firm
might be subject to criticism if the pro
posed arrangement were carried out, and
suggests that action be deferred until Mr.
Brown actually retires from practice.
Q. The committee has previously pub
lished an answer to an inquiry stating that
“there would be no objection to your serv
ing as a member of the board of directors
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of the client company, so long as full dis
closure of this fact is made in your report.”
My question relates to the significance of
the words “in your report.” Does the com
mittee mean literally that the disclosure
must be made in the accountant's report
and therefore cannot by inference be made
by any other method in the published state
ments?
A. The most logical place for an ac
countant to disclose that he is a member
of the board of directors of a company
whose financial statements are examined
by him would be in the accountant’s report,
as previously announced by the committee.
Should the client corporation prefer to
have such disclosure made by way of a
footnote to its financial statements, the
accountant’s report should definitely refer
to such footnote.
Q. Is there anything in the Institute’s
rules of professional conduct which would
prohibit a member showing on his letter
head the fact that his firm is represented
abroad?
There is nothing in the rules of con
duct which would prohibit reference to
associations with foreign accounting firms
on a member’s letterhead. Such reference
should, of course, be factual and in good
taste.

Q. Would it be a violation of the Insti
tute’s rules of professional conduct for a
member to display a large outdoor sign
showing his firm name and professional
affiliation, over his business establishment,
illuminated at night, if the office main
tained by the member concerned was lo
cated on a business street in an outlying
area and occupied an entire building!
A. A display sign outside the office of
an accounting firm is similar to a billboard
and therefore constitutes advertising,
which is a violation of the rules of conduct.
Respectfully submitted,
Earl A. Waldo, Chairman
Parry Barnes
J. Robert McCoy
C. Oliver Wellington
Raymond D. Willard
October 31,1949

II.

TECHNICAL REPORTS

TECHNICAL REPORTS

Committee on Accounting Procedure
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on ac
counting procedure since the beginning
has had self-imposed rules to govern its
activities. At the May meeting of council
a special committee, appointed by the pres
ident of the Institute to consider the mat
ter, brought in a report which in effect
formalized those rules and the related
practices. This report was approved by
council and the committee now regards it
as its charter. Consistent therewith it has
continued, and intensified, its efforts to
provide wide exposure to matters under
consideration. How this is effected and
how the committee operates can best be
illustrated by an example.
Throughout the whole year the commit
tee had before it the question whether cor
porations should disclose the current
value of inventories where this varies ma
terially from the carrying value. The ar
guments pro and con were very evenly
balanced and several successive drafts of
a bulletin were considered. The subject
was reported on in the committee’s May
report to council. At its June meeting the
committee decided that before reaching a
conclusion it should expose the subject and
obtain the views of a larger group. Ac
cordingly a further draft was prepared
and this was approved by the committee
for distribution with an invitation for com
ments thereon. In July, copies were sent
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to the various state accounting societies
and to other cooperating groups, including
the American Accounting Association, the
Dominion Association of Chartered Ac
countants, the Controllers Institute, the
NACA, the American Petroleum Institute,
the Edison Electric Institute, the Robert
Morris Associates, the SEC, the New
York Stock Exchange, and others. A no
tice was published in the July issue of The
Journal of Accountancy indicating that
the matter was under consideration by the
committee. An article by the research de
partment, raising the question and giving
the arguments pro and con, was published
in the September Journal. At its Septem
ber meeting, the committee discussed the
matter further and also considered the
comments received, which were quite nu
merous. It finally decided not to issue a
bulletin on the subject.
In order to make its bulletins more use
ful and avoid the possibility of confusion,
the committee, at its last three meetings,
has discussed rather thoroughly the ques
tion whether or not it should confine its
bulletins to formal expressions of its opin
ion on accounting principles. After exten
sive debate the committee concluded that
its usefulness would be unnecessarily lim
ited were it not to retain its prerogative
of issuing what might be termed “stud
ies” ; bulletins in which the committee
could express its approval of accounting
practices or terminology as objectives,
thereby encouraging desirable trends with
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out condemning other practices which
long and approved usage has sanctioned.
Suggestions were advanced for distin
guishing visually between formal opinions
of the committee and bulletins intended to
encourage desirable practices or terminol
ogy which had not yet reached the stage
of acceptance at which alternatives should
be disapproved. Use of colors and separate
series to designate the type of bulletins
were suggested but were believed likely to
create confusion. The present plan is that
bulletins not issued as formal opinions
will contain a prominent foreword stating
that fact and the Notes which go along
with formal opinions will be excluded. It
is believed that in this manner the status
of individual bulletins and the committee
position on the subject under considera
tion will be made clear.
Since the last report to council, the
committee continued its work on a num
ber of specific projects. Two two-day
meetings were held, on June 23rd and 24th
and on September 26th and 27th, several
subcommittees have been active, and cor
respondence within the committee has been
extensive. Two bulletins, Nos. 38 and 39,
were issued.
Long-Term Leases
Accounting Research Bulletin No. 38,
issued earlier this month, deals with Dis
closure of Long-Term Leases in Financial
Statements of Lessees. The committee
therein took the position that when the
amounts are material users of financial
statements are entitled to know of the ex
istence of long-term leases, the amounts of
the annual rentals payable thereunder and
any other important obligation assumed
or guarantee made in connection with such
leases. The committee, in favoring dis
closure of this information, found it could
make no distinction on the basis of the
types of transactions antecedent to the
lease. The bulletin therefore deals uni
formly with all long-term leases, including
the conventional type of leases, leases of
the buy-build-sell-lease type, leases of ex
isting properties where a sale of the prop
erty is involved, and leases of properties
to be constructed to the specifications of

the lessee. The bulletin specifically ex
cludes short-term leases and leases of oil
and gas properties.
The committee also expressed the opin
ion that, in those cases in which it is clearly
evident that the transaction involved is
in substance a purchase of property rather
than a lease, the property should be in
cluded among the assets of the lessee with
suitable accounting for the corresponding
liabilities and for the charges in the income
statement.

Terminology

Bulletin No. 39, also issued in October,
contained the recommendation of the sub
committee on terminology on the Discon
tinuance of the Use of the Term '‘Surplus.’’
It was issued with a committee foreword
approving the subcommittee’s recommen
dations as an objective but stating that
they were not to be regarded as pro
nouncements of the committee. In its re
port the subcommittee recommended the
use, in substitution for “capital surplus”
and “earned surplus,” of terms which
would more readily indicate their source.
Suggested substitutes were given. Also in
cluded in the report was a statement en
couraging the inclusion of reserves which
are clearly appropriations or segregations
of retained income as part of the stock
holders’ equity.
The subcommittee abandoned, tempo
rarily at least, its attempt to define tangible
and intangible assets because of the prac
tical difficulty of adopting definitions
which might be at variance with the mean
ings of the terms in legal and other fields.

Foreign Exchange
The recent devaluation of foreign cur
rencies has raised a number of questions.
It has been world-wide in its scope and
the adjustments have been unprecedented
in their magnitude. There is a question
whether accounting principles or conven
tions adopted to meet minor currency fluc
tuations and an occasional major revalua
tion are adequate to meet a phenomenon
of such widespread impact. Should long
term debt be converted at the new rates ?
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If so, what should be done with the re
sulting credit? Is the historical method for
converting fixed assets adequate in the
changed circumstances? If foreign-ex
change losses are sufficiently large to dis
tort the results of operations, should they
be charged to retained income surplus un
der the provisions of Bulletin No. 32 or
to the current year’s income? The whole
subject is receiving careful consideration
and a subcommittee has been appointed
to work with the research department for
the purpose of preparing a statement on
the subject to be issued to members as
soon as possible.
Lifo
As noted previously, the committee de
cided not to issue a statement recommend
ing disclosure of current values of inven
tories.
Of the many questions presented by the
Lifo method, two are currently receiving
the attention of the committee. Divergent
views are held on the question whether
Lifo inventories should be reduced to
market when market is lower. Some be
lieve that market is no longer a factor
when the Lifo method is adopted. Others
would follow Bulletin No. 29, carrying in
ventories at the lower of cost or market
both for income statement and balancesheet purposes. Still others hold that the
lower-of-cost-or-market principle should
apply only to the balance-sheet and that
all “market” adjustments of inventories
should go through the retained income (or
surplus) account.
The committee is also concerned with
the proper amount to be charged against
income when portions of basic stocks car
ried at low prices are temporarily liqui
dated at an abnormal profit and will have
to be replaced later at currently prevailing
higher prices. There is considerable sup
port for the view that a reserve should be
set up out of income to cover the higher
cost of replacement of the goods sold. A
further question of importance is whether
the provisions of the income-tax law and
regulations relating to the Lifo method
might result in tax disallowance if the ac
counting methods which the committee be

37

lieves sound were adopted. These problems
are being studied by a subcommittee.
Proposed Amendments
To Regulation S-X
Regulation S-X governs the form and
content of substantially all the financial
statements of companies filed with the
Securities and Exchange Commission un
der The Securities Act of 1933, The Secur
ities Exchange Act of 1934, and The In
vestment Company Act of 1940. A major
revision of the regulation is under con
sideration by the Commission and a pre
liminary draft of proposed amendments
has been sent out for consideration and
comment. This draft was received a few
days before the last meeting of the com
mittee. It was discussed at that meeting
and has since been receiving intensive
study. Certain questions of major impor
tance to the accounting profession, and to
the development of the art of accounting,
are raised by changes and additions re
flected in the preliminary draft:

(1) As to accounting principles and
practices, whether it is not undesirable
to incorporate these in rules which have
the sanction of law, and whether such
a course would not have the effect of
freezing accounting in its present stage
of evolution and preventing develop
ments which may prove necessary in or
der to meet rapidly changing economic
conditions. Examples are the recent
widespread foreign currency devalua
tion ; and doubts in a period of inflation
as to the validity of cost as a universal
basis of accounting, thus permitting no
restatement of assets when a new basis
for accountability is established;
(2) As to disclosure of information
useful to investors and others, whether
a clearer line of demarcation should not
be drawn between disclosures specifi
cally affecting the financial statements
and those which form part of the general
and continuing background of the enter
prise; whether the latter might not
preferably be incorporated in other por
tions of the forms filed, e.g. details of
pension plans; the nature of commit
ments made in the ordinary course of
business; formulae for bonus and profit
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sharing plans; compensation of man
agement, etc.; and
(3) As to form and terminology,
whether the reasonable elasticity per
mitted under the present regulation
should be restricted.
These matters are receiving careful con
sideration by the committee. It was ar
ranged that the individual members would
send their comments directly to the chief
accountant of the commission rather than
that the committee should act as a unit.
Mergers

Considerable useful research has been
done in an attempt to develop the criteria
distinguishing an acquisition from a merg
er, and on the accounting principles in
volved. There are a number of baffling
problems, including those involving ter
minology, and these cannot be solved
quickly. Work on this project will be con
tinued by the new committee.
Other Subjects
Other projects which are being carried
forward to the new committee and on
which work is currently being done are
(1) an over-all statement of accounting
principles, (2) a statement regarding es
sential disclosures in financial statements
and (3) conditions, if any, under which a
restatement of assets is necessary.
(1) The first step towards an over-all
statement of accounting principles is a
restatement of the principles already set
forth in bulletins which have been issued.
It is expected that such a restatement will
be complete in itself and therefore will re
place the individual bulletins.
(2) A primary question which arose
early in the consideration of essential dis
closures in financial statements was
whether a balance-sheet could fairly or
adequately present the position of a com
pany, especially as to its fixed assets, un
less accompanied by some indication of the
earnings. Would this need be adequately
met if a single net income figure were
shown, or should non-recurring income
be isolated? At this point the committee
seemed to be getting into the field of regu

lation or legislation. It suggested to the
executive committee that a committee be
appointed to consider the desirability of
the Institute taking steps to encourage,
through state societies or otherwise,
amendments to the corporation laws of
the several states requiring all corpora
tions to furnish their stockholders annu
ally with a set of financial statements.
(3) As a preliminary step in consider
ing whether there are conditions in which
a restatement of assets may be necessary
or desirable, the research department has
been requested to prepare a statement for
publication summarizing previous pro
nouncements on the subject.
Notes to Research Bulletins
The committee, chiefly in response to a
request from the accounting staff of the
SEC, has been considering whether Note
2 to Accounting Research Bulletins, which
deals with the non-retroactive nature of
the bulletin, should not be revised. One
suggestion was that bulletins should be
considered retroactive when registration
statements and prospectuses are involved
but not in other circumstances. There are
views on both sides of this question, espe
cially where, in cases such as the bulletin
on pension plans, a major change in ac
counting practice has occurred. The ques
tion is receiving further study by a sub
committee. The subcommittee was also
asked to review, with a view to possible re
vision, all of the Notes presently appear
ing on the formal bulletins. Changes being
considered are the possible combination
of Notes 1 and 3, avoidance of the word
“recommendation,” and an indication that
the Notes do not apply to bulletins from
which they have been omitted.
Conclusion
As stated in the committee’s midyear re
port to council:

“The demands of society for financial
information which will be useful and
significant have imposed a major task
upon the accounting profession. The
task is a continuing one and is of in
creasingly greater significance. It re-
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quires keeping abreast of political and
economic changes as well as changes in
the character of business, and imposes a
duty to translate those changes into ac
counting terms. Whether this task is ac
complished by fiat or by a more demo
cratic process is of great concern to
the accounting profession. It is the im
portance of keeping the process demo
cratic that is the motivating force
behind the work of the Institute’s com
mittee on accounting procedure.”

The committee alone, however, cannot
accomplish this task nor can it claim more
authority for its bulletins than they inher
ently possess or acquire by the soundness
of their recommendations and by their
general acceptance. The choice whether
the task is to be accomplished by fiat or by
a more democratic process rests with the
whole accounting profession, rather than
with the committee. If the committee’s
pronouncements are to be a substitute for
determination by regulation it can only be
because the bulletins themselves become
effective through their general acceptance.
Problems arise from time to time and the
committee makes an earnest effort to find
the best solution. It has had to recognize
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and accommodate itself to changed eco
nomic and political conditions. Quite fre
quently it is treading on uncharted ground
and dealing with debatable subjects which
impinge importantly upon the interests of
various sectors of the business community.
Because of the background and experience
of its members it should make fewer mis
takes and accommodate itself more readily,
however, than could be accomplished un
der any form of regulation. But only to the
extent that the committee’s recommenda
tions carry weight among accountants can
they be expected to carry weight with gov
ernment regulatory bodies, with our clients
and with the general public.
If we desire the development of account
ing to proceed along democratic lines we
must be able to suggest and maintain a
reasonable degree of self-discipline in ad
hering to sound accounting practice. The
choice is in our own hands; but it is a
choice the whole profession will have to
make.
Respectfully submitted for
Committee on Accounting Procedure
Samuel J. Broad, Chairman
October 24, 1949

Committee on Auditing Procedure
To the Council of the
American Institute of Accountants :

Gentlemen : As stated in its last report
to council, the efforts of the committee on
auditing procedure are directed to develop
ing the standards and procedures by which
the profession may more fully and satisfac
torily meet its responsibilities. Particular
emphasis has been placed on the develop
ment of case studies, since they are consid
ered to be the best method of explaining
the application in specific situations of the
fundamental concepts set forth in the com
mittee’s two special reports on Auditing
Standards and Internal Control. In addi
tion, several specific problems of impor
tance to the profession have been dis
cussed by the committee in correspon

dence among its members and in the two
regular meetings held by the committee
since its last report. These, as well as the
status of the case study program, are dis
cussed briefly in the following comments.

Case Studies in Auditing Procedure
The committee is encouraged by the
response of a number of Institute mem
bers to its invitation to prepare case
studies describing the audits of small busi
nesses, and it is believed that a satisfactory
number of these case studies may be ex
pected.
The seventh in the committee’s series of
case studies in auditing procedure, dealing
with the audit of a grain company, has
been completed and it is currently being
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mailed to the membership. In addition, the
committee now has four more manuscripts
which are being reviewed or are being
revised by the authors; fifteen other man
uscripts have been promised but have not
as yet been received.

Case Studies on Internal Control
The committee plans to issue three case
studies illustrating the manner in which
the accountant evaluates internal control
and applies his findings in specific situa
tions. One of the case studies is now being
reviewed by the research department. The
other two are expected to be completed
in the near future.
Revision of Statement No. 23

As instructed by council, copies of the
special report of this committee, Revision
of Statements on Auditing Procedure No.
23, Clarification of Accountant’s Report
When Opinion is Omitted, were sent to
all Institute members. In addition, the
Statement has been discussed at many
meetings held throughout the country, and
a considerable number of articles on the
subject have appeared in various account
ing periodicals. Ira B. McGladrey, Mar
quis G. Eaton, the chairman of this com
mittee, and the director of research are
among those who have recently taken an
active part in these discussions at regional
conferences and state society meetings.
It is the belief of the committee that
these further steps to explain Statement
No. 23 have enabled the membership in
general to obtain a better understanding
of the views of the committee and that
these views have gained acceptance within
the profession. The committee considers
the standards set forth in that statement
to be sound and necessary for the con
tinuing development of the profession’s
standing in the business world. It cannot
emphasize too strongly the desirability of
formal affirmative approval by the mem
bership.

Proposed Audit Pamphlet
The research department has prepared
a revised draft of a pamphlet designed to

assist bankers and other laymen to gain
a better understanding of the auditor’s
responsibilities and procedures. Numerous
comments and suggestions submitted by
the members of this committee, by the
committee on cooperation with bankers
and other credit grantors, and by repre
sentatives of the Robert Morris Asso
ciates have been considered in preparing
the revised draft.

Independence of Accountants Who
Write Up Clients’ Books

In response to an inquiry referred to
this committee, consideration has been
given to whether it is appropriate for an
accountant to issue a report as an inde
pendent auditor when he has kept the
client’s books and prepared the financial
statements. It is the censensus of the com
mittee at this time that a person who is a
professional accountant with numerous
clients is not necessarily non-independent
simply because one of the jobs he per
forms is the writing up of the books for
his client There is some difference of
opinion among the committee members
as to whether the accountant would be
obliged to disclose in his report that he
had kept the accounts for the client, but
it is not the opinion of the committee that
such a disclosure would necessarily invali
date his opinion as an independent public
accountant.
The committee recognizes that there
are some accountants who do not agree
with the views of the committee as just
expressed and that these accountants are
supported in their position by the views
of the staff of the Securities and Exchange
Commission. Accordingly, it believes that
more study of the matter is required and
is referring this question to its successor
committee for further consideration.
Internal Control Questionnaire
Another matter which the committee
has discussed at some length is the desira
bility of preparing questionnaires to serve
as basic check-lists in the review of in
ternal control. A number of accountants
believe that one or more questionnaires of
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this type, issued upon the authority of the
committee on auditing procedure, would
be of benefit to the profession. Others, rec
ognizing that the procedures for review
ing the system of internal control in a
particular engagement must be designed
specifically for that examination, are op
posed to the issuance of any check-list
which might be interpreted as being
“standard.”
The committee believes that with the
expansion of the literature on internal
control which is now occurring, and par
ticularly with the publication of the pro
posed case studies on internal control, a
satisfactory number of illustrative ques
tionnaires will be available to the profes
sion. Accordingly, it has decided to defer
further discussion of the subject until
after publication of the case studies, at
which time their usefulness for question
naire purposes may be reviewed to see if
further action appears necessary.
Restatement of Statements on
Auditing Procedure

The committee has agreed that it should
take some action to enable users of the
Statements on Auditing Procedure to de
termine more readily the committee’s
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views on the various subjects discussed in
the statements. However, considerable dif
ficulty has been encountered in finding a
satisfactory solution to this problem. It is
the consensus of the committee that the
matter needs further study before a de
cision can be reached as to the best method
of dealing with it. Accordingly this project
has been referred to the incoming com
mittee.
Clarification of Statement No. 12

The committee’s attention has been
called to the difference of opinion among
some accountants as to whether Statement
No. 12 requires a qualification of the ac
countant’s opinion when he has employed
other procedures which he considers sat
isfactory in lieu of those recommended in
Extensions of Auditing Procedure in cases
in which such procedures are reasonable
and practicable. The committee believes
that greater uniformity of practice in this
respect is desirable, and accordingly rec
ommends that the successor committee
take the matter under consideration.
Respectfully submitted for
Committee on Auditing Procedure
Alvin R. Jennings, Chairman
October 31, 1949

Business Income Study
To the Council of the
American Institute of Accountants :

Gentlemen : During the year, the work
of the study group on “Concepts of In
come” has continued along the lines indi
cated in my last report. The importance of
the study has been increased by the de
mands of labor to take the income-earning
capacity of a company into consideration
in fixing the wages of labor.
The constitution of the executive com
mittee for the study group has remained
unchanged. The memorandum on the legal
aspects of our problem by Arthur Dean
was widely distributed and has elicited
considerable comment. The completion of

a monograph on the accounting aspects of
the problem by George O. May was de
layed partly by his serious illness and
partly by a desire to incorporate in it the
results of research and discussions under
taken by him in the course of a visit to
England. It has now been completed and
widely distributed to the members of the
Institute, and to economists, business
schools, businessmen, government agen
cies and others interested in the subject.
The effect of inventory valuation and
depreciation charges on the determination
of business income have continued to re
ceive particular study because of their im
portance. The general trend of opinion, as
a result of discussions during the year,
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seems to be that the writing up of proper
ties to current valuations is not desirable
in itself and does not meet the essential
need. The important fact is that the cost
of maintaining the properties has in
creased and that this is true even though
the values of the property have not in
creased. There is, for instance, nothing to
suggest that the value of the properties
of public utilities (which are regulated,
broadly speaking, on the original cost
basis) has increased as a result of the ris
ing price level. There has been a substan
tial increase in the cost of preserving the
enterprise, however. It is believed, there
fore, that those who favor a change in the
treatment of property exhaustion today
generally favor an adjustment based on
a price index rather than a revaluation of
capital assets. Discussion as to whether a
modification of existing practice should
take place is still in process. It has already
produced valuable results in the form of
a better understanding of the nature of
accounts and the limitations on their sig
nificance.
Mr. Bronfenbrenner has completed the
first draft of his memorandum on the
“Concepts of Income from the Standpoint
of Monetary Theory.” Comments on this
report have been received and the author
will doubtless revise his draft. Unfortu
nately, from our point of view, he has

accepted a government appointment for an
important government service in Japan.
This will make the remaining work on his
monograph somewhat more difficult and
slower in completion.
Sidney Alexander has completed a first
draft of his monograph which is now be
ing reviewed and we hope will be available
for distribution later in the year.
The study group has now completed the
second of the three years contemplated for
its study. In the remaining year an effort
will be made to explore the possibilities of
preparing a report which a substantial
majority of the group would be prepared
to adopt. The executive committee of the
group is of the opinion that the work ini
tiated by the study group should be contin
ued beyond the three-year period and is
considering various alternative possibili
ties.
Attached to this report is a summary of
the income and expenditure of the study
group for the first two years of its opera
tions. Attached also is a copy of Mr. May’s
monograph, in the appendix of which will
be found a bibliography of literature on
the general subject which evidences the
interest now felt by accountants, econo
mists and others.
Respectfully submitted,
Percival F. Brundage, Chairman
October 31, 1949

American Institute of Accountants
Business Income Research Fund
Statement of Receipts and Disbursements
August 15,1947 to August 31,1949

Receipts
The Rockefeller Foundation—contribution.................................................. $20,000.00
American Institute of Accountants—appropriation..................................... 20,000.00
Sales of copies of Business Income Under Present Price Levels.................
63.00
$40,063.00
Disbursements
Salaries .............................................................................................................. $14,018.17
Social security taxes.........................................................................................
431.60
Printing, binding and mailing copies of Mr. Dean’s monograph—Business
Income Under Present Price Levels............................................................ 5,511.94
Stenographic report of October 1948 meeting............................................
174.35
Paper purchased for Mr. May’s monograph................................................ 1,066.31
Other expenses of committee .......................................................................
1,291.10
Total ............................................................................................ .$22,493.47
Unexpended balance in fund August 31, 1949...................................... . .$17,569.53

Committee on Federal Taxation
To the Council of the
American Institute of Accountants :

thereof by the whole profession inadvis
able. However, further consideration is
still being given to this subject.
At the request of the committee on the
natural business year, several inquiries
were made of officials of the Bureau of
Internal Revenue relative to apparent dif
ficulties encountered in changing fiscal
periods and certain clarifications were ob
tained as to Bureau attitude which should
be helpful in the future.
Due to the fact that the hearings con
templated by the Joint Committee relative
to revenue-law revisions were not held,
there was no opportunity for formal pre
sentation of Institute proposals. However,
the committee chairman and some com
mittee members did have informal discus
sions with members of the staff of the
Joint Committee relative to certain specific
subjects. Of principal import among those
subjects were: depreciation allowances and
basis adjustments resulting therefrom,
Section 102, research and development
expenses, and Lifo inventory adjustments.
Your committee has requested an op
portunity to appear if hearings on rev
enue-law revision are held in 1950 and has
been informed that such permission will
be granted.
As reported upon in its midyear report,
committee activities in the field of research
in taxation are drastically limited because
of the absence of staff assistance partic
ularly designated for this work. While
authority has been granted for the employ
ment of personnel for this purpose, the
proper person has not yet been found
despite the efforts of the executive direc
tor and committee members.
Many proposals for major revision of
our revenue system, some conceived and
developed by Institute members—such as
the incentive income-tax plan—have not
been able to obtain the study and investi
gation which they warrant and which

Gentlemen : The following report is
submitted on behalf of the committee on
federal taxation.
The committee has held no formal meet
ings since its midyear report was submit
ted at the spring meeting of council. Com
mittee work has been carried on through
correspondence, informal gatherings of
limited numbers of committee members as
opportunities were presented therefor and
through the customary competent services
of the Institute staff.
The work of this committee has, for
some years, been subject to division into
three classifications: (1) Review of pro
posals for changes in the Internal Revenue
Code in order to correct inequities or to
clarify and simplify administrative provi
sions; (2) Study and research toward
long-range improvement of the revenue
system, both as to imposition of tax and
collection thereof; and (3) Participation
at hearings and discussions relative to
proposals, statutory and administrative,
affecting the practice of certified public
accountants in the tax field.
During the current Institute year the
committee’s activities in the first of these
classifications included a consideration of
the several proposals reported upon in the
midyear report and of the following mat
ters in addition thereto.
The Institute committee on accounting
for cooperatives, with council approval,
requested the cooperation of this committee
in furthering certain proposals affecting
the taxation or exemption of cooperatives
under the present code. This committee,
after extensive informal discussion and
correspondence, was of the majority opin
ion that the proposals presented were of
such narrow application and were so much
in the field of controversial political or
economic measures as to make the support
43
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might have led to support by the profes
sion as a whole.
It is apparent that more committee time
must be given to this field of activity in
the future and committee plans must be
made accordingly.
Within the field of research, and over
lapping to an extent the field of tax prac
tice, is the study started by the committee
during the year and still continuing on the
subject of tax settlement procedures under
our present system. Extensive question
naires were sent to council members, state
society officers and tax committee members
and former members relative to the suc
cess or failure of tax settlement proced
ures in their particular sections of the
country. Correlation and study of replies
is still progressing and it is expected that
most authoritative conclusions will be
available for presentation to the Joint
Committee on Internal Revenue Taxation
when that committee holds its planned
hearings on the subject.
The greatest demands upon the time of
certain committee members and its chair
man have been made by the Institute ac
tivities in connection with proposals, leg
islative and regulatory, affecting the tax
practice of certified public accountants.
Appearances before Congressional sub
committees, interviews with Congressmen,

conferences with bureau officials, delibera
tions with special bar committees and ad
visory groups, will all be reported upon in
other reports. While most of these matters
are not properly within the scope of the
full committee on federal taxation, they
must be correlated with committee activ
ities and the advice and guidance of com
mittee members continues invaluable.
It is probable that committee activities
in this connection will increase rather than
decrease for some time. It seems neces
sary, therefore, that committee planning
for the future provide further facility for
dealing with these matters.
The continually increasing volume and
scope of work of your committee requires
that consideration be given to a revision
in committee organization and function
ing. It is recommended, therefore, that the
committee be enlarged somewhat and its
chairman be authorized to designate each
member as a member of one of three sub
committees, each headed by a vice chair
man. Each of such subcommittees could
then give undivided and unrestricted at
tention to one of the classes of activities
previously described.
Respectfully submitted,
Mark E. Richardson, Chairman
October 31,1949

Committee on Selection of Personnel
To the Council of the
American Institute of Accountants :
Gentlemen : Eighteen months ago this
committee stated that it did not know
whether or not a practical and economical
basis for operation of a service, rather
than a research, testing program could be
devised and put into effect. A year ago we
reported progress in the development of a
tentative service program and stated
. we are confident that our present pro
gram, within reasonable time, should es
tablish whether this project can support
itself on an operating basis or whether
we should settle now for the not immate

rial benefits which research has yielded.”
It seems appropriate that our report for
the year just completed should attempt to
respond to the question posed at that time.
It is natural that we should look first
to the financial picture in seeking to an
swer the above question. A year ago, with
the very limited data at our disposal, op
erating deficits were estimated as follows:
1948-49 ......................... $14,000
1949- 50 .........................
9,000
1951-52 ......................... $ 4,000

Final figures for the year ended August
31, 1949 showed a deficit of $7,000, just
one-half of what had been anticipated. Of
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even greater significance, however, is the
fact that service fees for the year, esti
mated at $10,000, turned out to be in ex
cess of $20,000, twice what had been an
ticipated.
The balance of unexpended funds at
August 31, 1949 (including $10,000 al
ready appropriated by the Institute for
1949-50) approximated $29,000.
The facts above recited would appear to
justify two preliminary conclusions:
(a) That the service program now
set up can operate on an economical
basis, and
(b) That funds on hand, or promised,
appear to be sufficient to assure contin
ued operation at the present level for at
least three years, even should no further
improvement be found possible in the
financial aspects of the problem.
Our midyear report to council described
at some length the means by which these
satisfactory results were being accom
plished. It does not seem necessary to re
peat them here. Let us, therefore, turn to
a consideration of the question as to
whether or not the program is, in fact,
meeting a need and meeting it effectively.
The financial figures, of course, provide,
by inference, a partial answer to this ques
tion. The rest of the answer must come
from less tangible evidence.
There has been a most encouraging in
crease in the number of colleges and uni
versities using the tests, as shown by the
following table:
1946 ..................................... 29
1947 ..................................... 50
Fall of 1948 ...................... 63
Spring of 1949.................... 159
Under the College Accounting Testing
Program conducted between February 15
and June 30,1949, colleges and universities
administered a total of approximately
20,000 tests to students of accounting.
Achievement Test—Level I included in
the above figures was taken by approxi
mately 7,800 students. By far the majority
of these tests were paid for by the colleges.
The conclusion seems inescapable that the
tests are of value to an increasing number
of colleges offering accounting courses,
either in connection with student guid
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ance, curricula evaluation, or both. The
conclusion also seems justified that an ex
tremely valuable service is rendered in
this area to the students themselves,
whether they are encouraged to continue
or discontinue their studies in accounting.
A similar benefit accrues eventually to
employers.
The rapid growth of the College Testing
Program has naturally resulted in a far
greater availability of scores. Within the
period under review the committee has
liberalized its rules regarding freedom to
use these scores. Consequently, successful
students are using them as an added recom
mendation for employment. There is evi
dence that as a result many more employ
ers are seeking the scores and using them
as an important factor in careful person
nel selection, particularly now that they
realize that they relate the student to na
tionwide norms, not to those of his particu
lar college. Substantial income during the
year from testing at the point of employ
ment under the so-called Professional
Testing Program gave further indication
of the value placed upon the scores by
employers.
Less tangible than what has been above
set forth, but no less encouraging, is the
sense on the part of those connected with
the program, at the project office, at the
Institute office, and on committee work,
that it is definitely gaining stature in the
eyes of educators, students, and employers.
Like all beginners, it has its faults, but
the friendly terms in which they are dis
cussed give every evidence that we can
expect active cooperation in their solution
to the benefit of all interested parties.
In conclusion the committee feels that
the project is demonstrating that it can
serve a most valuable purpose on a prac
tical and economical basis. We recommend
its continuation.
Respectfully submitted,
Harold R. Caffyn, Chairman
Raymond G. Ankers
William B. Franke
S. Wesley Marcus
Leo A. Schmidt
James W. Strudwick
October 31,1949

Committee on Systems and
Internal Accounting
tion with the Association of Commerce
and Industry of Chicago. This involved a
series of six talks with question-and-an
swer periods which covered the following
subjects: (1) Accounting reports for top
management, by a corporation controller;
(2) Accounting reports for production
executives, by a qualified engineer; (3)
Reports to be used in relations with stock
holders, labor, and the public, by a director
of public relations of a large corporation;
(4) Current trends in the evaluation of
assets, by a certified public accountant;
(5) Hidden dangers in income tax by a
certified public accountant; (6) Acount
ing organization, procedures, and systems
by a certified public accountant.
It is thought by your committee that the
sponsoring of a series of meetings by state
societies will do much to further the pub
lic relations program of the Institute.
One other suggestion which was made
by one of the members of the committee
is that we give consideration to the devel
opment of suitable and effective techniques
to be used in appraising systems of in
ternal control during the course of the ex
amination of the accounts of a client. This
suggestion was brought about by the real
ization that the partners reviewing in
ternal accounting control procedures as
developed on the engagement by the ac
countant in charge were sometimes so
voluminous as to make review within a
reasonable time impracticable. Your chair
man has discussed this possibility with
John L. Carey, executive director of the
Institute, and with Carman G. Blough,
director of research of the Institute, and
advanced certain ideas of the committee
which are now being given study and con
sideration. There is a question as to
whether or not this would come within the
scope of the activities of this committee
because we understand that the study of

To the Council of the
American Institute of Accountants :
Gentlemen : The work of this commit
tee may be considered to be still in its
formative stage. We have given consid
eration to ways and means of attaining
the objectives of the committee as defined
by Percival F. Brundage, president of the
Institute. Usually the efforts of Institute
committees are directed toward the fur
therance of technical objectives of the
accounting profession. Mr. Brundage
stated that it was thought advisable to
have a committee whose primary objective
was to develop ways and means of direct
ing attention to the importance of these
objectives to business as a whole particu
larly with respect to the development of
systems and internal accounting. This is
considered to be the main objective of this
committee.
In furtherance of this objective the
committee, through correspondence and
meetings with individual members, dis
cussed the possibility of bringing before
the general public the importance of these
objectives to business. It is therefore, rec
ommended that the Institute, through its
committees on public information and
cooperation with state societies, endeavor
to develop a series of talks before cham
bers of commerce and similar types of
organizations which will be sponsored by
the state societies of certified public ac
countants in cooperation with these or
ganizations. The thought is to hold a series
of addresses in various communities in a
state which not only will cover technical
accounting problems and present account
ing standards as developed by the account
ing profession but will be an over-all edu
cational program similar to the one spon
sored in 1948 by the Illinois Society of
Certified Public Accountants in coopera
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internal control problems is now being
considered by the committee on auditing
procedure. It was thought, however, that
this committee might submit its ideas for
the consideration of the committee on
auditing procedure.
The committee would welcome any sug
gestions from the members of the council
and others which will assist it in further
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ing the objectives of the committee.
Respectfully submitted,
J. Arthur Marvin, Chairman
Chauncey B. Adams
Eric A. Camman
M. C. Connick
Joseph A. Pelej
Jackson W. Smart
October 6,1949

Committee on Municipal Accounting
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on munici
pal accounting is engaged in reviewing
Bulletins Numbers 5, 8, 9, and 12 of the
National Committee on Municipal Ac
counting at the suggestion of and in coop
eration with the Municipal Finance Offi
cers Association of the United States and
Canada, of which your chairman is an as
sociate member. The Municipal Finance
Officers Association has taken steps to
reactivate the National Committee on
Municipal Accounting of which our mem
bers, Messrs. J. M. Lowery and Irving
Tenner are chairman and consultant, re
spectively. The groups which have been
requested to cooperate with the Municipal
Finance Officers Association in the review
and criticism of these bulletins are as fol
lows :
American Accounting Association
American Institute of Accountants
American Municipal Association
International City Managers’
Association
National Association of Cost
Accountants
National Association of State Auditors,
Comptrollers and Treasurers
National Municipal League
Several of our members have submitted
their comments and suggestions on these
bulletins to the National Committee’s con
sultant, who will classify and coordinate
the material for the attention and action by
the National Committee on Municipal Ac
counting. Also, the individual members of

our committee have been giving considera
tion and assistance with the developments
in municipal accounting in their own
states and areas of practice.
The suggestion of Ernest W. Carr,
chairman of the committee on govern
mental accounting of the New York State
Society of Certified Public Accountants
to send a questionnaire relating to the
auditing of government accounts to the
presidents of state societies was approved
by your committee. Your director of pub
lic information sent this request, entitled
“Questionnaire Re Auditing of Local
Government Accounts” to the presidents
of all state societies for the consideration
of their appropriate committees. The an
swers to this questionnaire should be help
ful to each state society in enabling it to
re-examine the situation on this subject in
its own state and also to offer suggestions
to other state societies for the benefit of
better and more modern municipal ac
counting practices and procedures.
There is a trend toward state legisla
tion providing for uniform municipal ac
counting. For example, in Maryland there
is a Maryland Commission on Uniform
Accounts. The members of this commis
sion include four certified public account
ants, two of whom are members of the
Institute.
It is believed that this committee in
cooperation with the National Committee
on Municipal Accounting and the state
societies can continue to cultivate, encour
age and stimulate the trend toward efficient
uniform municipal accounting with the re
sult that governments will be more effi
ciently and economically operated. It is
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felt that our profession is qualified to as
sist in accomplishing the desired result.
Respectfully submitted,
James L. Benson, Chairman
Gunnar Alenius
Cyril N. Angell
James B. Burleson

William N. Compton
James W. Huss
Fred B. Kubik
Joseph M. Lowery
Louis A. Ryan
Irving Tenner
October 10, 1949

Committee on Social Security
To the Council of the
American Institute of Accountants :

Gentlemen : For the past three years
the committee has confined its efforts to
reviewing legislation and developments in
the Social Security program and to main
taining its contacts with organizations
concerned with matters related to the
keeping of records and reporting of So
cial Security data. Appearances had been
made before the Interstate Conference of
Employment Security Agencies jointly
with and independently of the Multi-State
Employers group. Contacts were main
tained with both of these groups during
the year but no appearances were made or
meetings held with them.
The committee has reviewed the numer
ous bills offered to Congress during the
year. They have followed what has be
come the usual pattern of extended cov
erage or increased benefits. There have
been introduced, as there have in each of
the recent sessions, a number of bills
which would provide pensions to all per
sons over sixty, to be financed by a three
per cent gross income tax, to provide “an
ever-expanding market for goods and ser
vices.”
The only significant development in
legislation was the passage by the House
of Representatives of HR 6000 which
would make important changes in the So
cial Security program. The changes pro
posed by this bill are summarized as fol
lows :

1. Extension of Coverage
(a) Non-farmers self-employed ex
cept physicians, lawyers, dentists, osteo
paths, veterinarians, chiropractors, op
tometrists, and engineers.

(b) Employees of state and local gov
ernments if state volunteers to partici
pate. Two-thirds vote of employees re
quired if retirement system already
exists.
(c) Domestic servants except on
farms, earning $25 or more per quarter.
(d) Employees of non-profit institu
tions except ministers and members of
religious orders. If employers do not
contribute, benefits are halved.
(e) Agricultural process workers off
farms and certain industrial borderline
agricultural labor; includes non-profit
agricultural organization employees.
(f) Federal workers not under retire
ment systems.
(g) Americans employed outside.
(h) Employees in Virgin Islands and
Puerto Rico.
(i) Salesmen, taxi-drivers, industrial
home workers, etc.
2. Liberalization of Benefits
(a) Average increase about 70 per
cent ranging from 15 per cent for low
est group to 50 per cent for neglect.
(b) Basic computation formula
changed to provide increase.
3. Formula for benefit eligibility
changed to date from this bill.
4. Beneficiaries earnings limitation in
creased from $15 to $50 per month.
5. Benefits equal to retirement provided
for permanently disabled.
6. Credit equal to $160 per month pro
vided for Veterans’ military in World
War II.
7. Financing
(a) Earnings base raised from
$3,000 to $3,600 per year.
(b) Rate increased as follows:
1950 1½ per cent each—total 3 per
cent
1951-59 2 per cent each—total 4
per cent

Committee on Social Security
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Both the report and the statement rec
1960-64 2½ per cent each—total
5 per cent
ommended changes in the Social Security
1965-70 3 per cent each—total 6
Act very similar to those which were rec
per cent
ommended by the advisory council in a
1970 on 3¼ per cent each—total
report of which a summary was included
6½ per cent
in your committee’s report last year. The
8. Extending coverage and increasing
basic payments for public assistance changes recommended parallel somewhat
the provisions contained in HR 6000
and aid to dependent children.
supra,
except that they included a recom
9. Extending federal assistance to
needy aged, blind, and disabled in public mendation for increase of the base for
contribution to $4,800 instead of $3,600,
institutions.
10. Provide direct payments for medi the coverage of agricultural workers, and
cal and to recipients of federal-state the federal administration of all social in
public assistance.
surance programs.
11. Increase authorization for child
The Bureau of Internal Revenue has
welfare.
announced proposed changes in regula
The present law, under Public Act No. tions to provide for combining in one form
379, enacted in 1947 continues the rate of the quarterly reports of Social Security
contribution at 1 per cent each on em (SS1-A) and Withholding (W-1). This
ployer and employee for 1948 and 1949, form was tried experimentally in one col
1½ per cent each for 1950 and 1951, and lection district last year and apparently
2 per cent each thereafter. This 1947 en proved to be successful.
actment also excludes newsboys from cov
The foregoing data have been gleaned
erage. The original Act of 1935 provided from the sources indicated and are pre
for increase in the rate of contribution sented as a matter of information. It ap
½ per cent each from the starting rate of pears that the organizations interested in
1 per cent each at the end of every third matters pertaining to reports and forms
year from 1940 to 1952 when it reached 3 for assembling Social Security data are
per cent each. Legislation since adopted has making satisfactory progress on their
frozen the rate at 1 per cent each before own. The committee maintained its con
any of the increases automatically occur tact with them, particularly the Interstate
ring under the law became effective. No Conference of Employment Security
significant changes have been made over Agencies, but took no part in any of its
the years in benefits or in coverage.
deliberations during the year as it had for
The last annual report of the Social Se the past two years. The most tangible
curity Administration for the fiscal year benefit that could be secured from this
ended June 30, 1948 shows that collections association would accrue to multi-state
from contributions were $1,617 million, employers in the matter of uniformity of
income from interest was 191 millions, reports and reporting data. The confer
while expenditures for benefits were 512 ence has made some progress in this re
millions. The amount of the accumulated spect and the committee has made what
reserve at that date was $10,047 million. gestures it felt were appropriate to in
In his statement before the House Ways dicate its continuing interest in cooperat
and Means Committee in May of 1949, the ing with the conference to that end.
Commissioner for the Social Security Ad
Respectfully submitted,
ministration reported that contributions
Byron P. Harris, Chairman
for the then current year were being made
Glenn A. Railsback
at the rate of $1.8 million and expenditures
John H. Wiseman
for benefits at the rate of $700 million.
Theodore L. Koos
The number of persons being paid benefits
Vernon Nelson
was about 2.3 million as compared with
William Collidge
2.16 million at June 30, 1948, and an esti
Alfred D. Peabody
mated 2.6 million by the end of 1949.
October 16, 1949

III.

PROFESSIONAL AFFAIRS

PROFESSIONAL AFFAIRS

Advisory Committee
of Industrial Accountants
Under date of September 30, 1948, the
executive director announced the reap
pointment of the chairman and members
of the initial committee, with the follow
ing additions:

To the Council of the
American Institute of Accountants :

Gentlemen: Several months prior to
the 1947 annual meeting, the executive
committee of the Institute resolved that a
committee, composed entirely of members
who were controllers or financial officers
of corporations, should be created to act
in an advisory capacity to the council and
the executive committee.
The committee was named the advisory
committee of industrial accountants. Those
initially appointed to membership were:

Edwin F. Chinlund (New York)
Vice President and Treasurer, R. H.
Macy & Co., Inc., New York
C. C. Jarchow (Illinois)
President, American Steel Foundries,
Chicago
Richard N. Rigby (Massachusetts)
Controller, Gillette Safety Razor
Company, Boston
On December 13, 1948, a meeting of the
committee was held at the Union League
Club in New York, at which were present
Chairman Bowlby, Messrs. Chinlund,
Janes, and Paddock, and Mr. Carey, ex
ecutive director.
The minutes of this meeting were
drafted by Mr. Carey. The following ex
cerpts therefrom are submitted as part of
this report.
“It was explained that the committee
had been created as a result of expressions
indicating that the viewpoint of the very
substantial number of Institute members
engaged in industrial accounting was not
adequately considered in Institute affairs.
It was also made clear that the functions
of the committee are not in any way re
stricted to comment on matters officially
referred to it, but that the committee might
originate recommendations to the council

Joel M. Bowlby (Ohio), Chairman
Chairman of the Board, The EaglePicher Company, Cincinnati
William M. Blackie (Illinois)
Vice President, Caterpillar Tractor
Company, Peoria
Ralph V. Hunt (California)
Vice President and Comptroller,
Douglas Aircraft Co., Inc., Santa
Monica
Arthur R. Janes (New York)
Controller, Celanese Corporation of
America, New York
H. Watson Paddock (New York)
Comptroller, Union Bag & Paper Cor
poration, New York
George W. Troost (Michigan)
Comptroller, Chrysler Corporation,
Detroit

The committee held no meetings, en
gaged in no activities and made no report
during the 1947-48 year.
51

52

American Institute of Accountants Annual Reports

or to any other committee of the Institute.”
“The discussion indicated that the Insti
tute activities of greatest immediate inter
est to the committee is the research pro
gram, resulting in publication of account
ing research bulletins. However, it was
the sense of the committee that it would
be unwise to inject itself into discussion
of controversial technical questions with
out being invited to do so by the technical
committee concerned, at least until the ad
visory committee has established itself in
a permanent place in the Institute’s struc
ture, and has developed good relations with
other committees of the Institute in noncontroversial areas.”
“It was the sense of the committee that
council of the Institute should be informed
that the advisory committee is available for
consultation, and that it suggested referral
to it of matters of importance to industrial
accountants under consideration by Insti
tute committees.”
No matters have been referred to the

committee as suggested above and no fur
ther meetings of the committee have been
held.
It is the committee’s concept that the
purpose underlying its appointment was
to obtain advisory viewpoints at the policy
level. On such a basis, the views of the
committee would appear to be of value to
those committees promulgating accounting
principles and procedures. If it is not to be
consulted on such matters, it would seem
that it can serve but little useful purpose.
Respectfully submitted,
J. M. Bowlby, Chairman
William M. Blackie
Edwin F. Chinlund
Ralph V. Hunt
Arthur R. Janes
C. C. Jarchow
H. Watson Paddock
Richard N. Rigby
•
George W. Troost
August 31, 1949

Committee on Admissions
To the Council of the
American Institute of Accountants :
Gentlemen : The committee on admis
sions was elected in January, 1949. This
report, however, will cover admission ac
tivity of the Institute for the fiscal year,
September 1, 1948, through August 31,
1949.
One thousand nine hundred twentyseven applications were received during
the fiscal year, and 1,912 applicants were
admitted to membership. The number of
members admitted up to August 31, 1949,
exceeded that of the preceding fiscal year
by 396.
The committee felt that it could not
recommend admission of eleven applicants
who failed to have had the equivalent of
two years of public practice. Nineteen ap
plications were rejected for other reasons.

A total of sixty-three applications for
admission as international associates were
received, and upon recommendation of the
committee, twenty-three international as
sociates were elected by council at the
spring meeting. Twenty-three have been
recommended for admission at the current
meeting of council.
In closing this brief report the commit
tee wishes to thank members of council
who have, upon request of the committee,
given opinions as to applicants’ eligibility
for admission to the Institute.
Respectfully submitted,
J. William Hope, Chairman
Clem W. Collins
Simon Loeb
Maurice E. Peloubet
Donald M. Russell
October 31, 1949

Advisory Committee
of Individual Practitioners
To the Council of the
American Institute of Accountants :
Gentlemen : Since the last report was
made to council, many suggestions and
recommendations have been made both
by and to this committee which the com
mittee would like to pass on to you for
your consideration. Some of these have al
ready had your attention and been acted
upon while others present somewhat new
approaches to our objective, “to bring to
bear on all the operations of the Institute,
the point of view of the small local practi
tioners.”
The suggested fields of activities are as
follows:

(f) Hometown newspapers advised
of activity on committees, at
tendance at national meetings,
etc.
6. Recognition of and service to small
practitioner by Institute.
(a) Annual meetings to feature as a
part of the program, some prob
lems of immediate concern to the
small practitioner.
(b) Have at least one individual
practitioner on each Institute
committee.
(c) Have at least one former expe
rienced individual practitioner
on the Institute staff.
(d) Compilation by Institute library
staff of a comprehenseive code
of decimal index numbers for
referencing accounting, taxation
and allied literature.
(e) Preparation and publication of
office manual of policies and pro
cedure for the small practitioner.
(A manual has been prepared by
one of our committee members
for use in his own office.)

1. Mutual advantages of improved co
operation between national firms of
CPAs and individual practitioners
and individual practitioners them
selves.
2. Cooperation with lawyers at local
level.
3. Competitive bidding.
4. Discussion by committee on federal
taxation with treasury officials of
representation in income and estate
tax cases, with special reference to
practice by ex-government employees.
5. Continuation of publicity by Insti
tute :
(a) Direct mailings of material to
names on mailing lists furnished
by individual.
(b) Radio broadcasts or platters to
be distributed in small commu
nities.
(c) Pattern speeches furnished by In
stitute to be used as a basis of
addresses by members.
(d) Distribution of new public in
formation pamphlet explaining
meaning of CPA certificate.
(e) Obtain written articles from
small practitioners for publica
tion in Journal of Accountancy.

7. Institute to promote more study con
ferences geared to the interests of in
dividual practitioners.
This report is not thought to be all-in
clusive or entirely exhaustive on the
“points of view of the small local practi
tioner.” We have merely tried to outline
the points which seem to have interest for
the greatest number. As stated in the be
ginning, some of the points covered in this
report have been favorably acted upon.
They have been included, however, to try
to complete a rounded out program.
Respectfully submitted,
Wilbur S. Grant, Chairman
October 12,1949
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Committee on Annual Awards
ing and financial matters. In addition to
being an inspiring teacher, he has recog
nized that public accounting requires more
than technical knowledge and has been
continuously active in influencing per
sons, whom he believed to have the desired
personality, to enter the public accounting
profession. That his methods and judg
ments are sound can be attested by the long
list of former students now active as lead
ers in the profession. His products are his
best testimonial.
The committee on awards recommends
that Robert H. Montgomery receive the
award this year for the outstanding book
or article in the field of accounting. In
making this recommendation the commit
tee has followed somewhat the pattern es
tablished for the outstanding service award
in that the seventh edition of Mr. Mont
gomery’s book on Auditing is the culmi
nation of many years contributions to this
phase of accounting literature.
Throughout the years since 1912, when
the first of the series was published, Rob
ert H. Montgomery’s books on auditing
have been considered by many to be the
“Bible” on the subject. Prepared by an
outstanding leader in the profession with
the cooperation of some of his associates,
all in active practice, out of their wealth
of experience in dealing with practical
auditing problems, these books are unique
in their authoritative coverage of the field.
The seventh edition, Montgomery’s Au
diting, published during the year, is un
doubtedly the most important in this long
series of outstanding books. Major devel
opments have taken place in the thinking
of the profession in the years since the
preceding edition. The responsibilities of
the profession have been enlarged in many
ways and numerous important refinements
in accounting and auditing concepts have
taken place. It has been an extremely diffi
cult, and no doubt arduous, task to incor
porate the developments of recent years in
this latest edition. In doing so with such
great clarity and in such' an exceptionally

To the Council of the
American Institute of Accountants :

Gentlemen : We are now at the end of
the sixth year since the American Insti
tute of Accountants established awards
for outstanding service to the accounting
profession and for the outstanding book
or article in the field of accounting or
auditing. You will recall that last year the
council approved changes in the policies
governing the work of the committee so
as to permit the recognition of services
rendered to the profession over a period
of years, rather than being limited to the
consideration of services rendered within
the particular year for which the award
is given. Specific authority was granted
permitting the recognition of outstanding
service to the accounting profession by
persons engaged in educational activities.
Your committee is pleased that these
changes were approved for it permits the
recognition of a person who through his
activities in the field of accounting educa
tion over a long period of years, embracing
the formative years of the profession, has
made a contribution to it which is truly
outstanding.
Your committee on awards recommends
that Professor Hiram T. Scovill of the
University of Illinois receive the Institute
award this year for outstanding service
to the accounting profession rendered over
a period of almost forty years, through
his educational activities as head of the
Accounting Department of the University
of Illinois.
The accounting field, both public and
private, has grown so rapidly that perhaps
the greatest problem with which it has
been confronted is that of obtaining suffi
cient qualified personnel to cope with its
increasing responsibilities. Professor Sco
vill in his work as head of the Accounting
Department at the University of Illinois
has been a leader in establishing an ade
quate educational background in account
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useful manner, Robert H. Montgomery
and his co-authors, Norman J. Lenhart and
Alvin R. Jennings, have performed a great
service to the accounting profession and
to all who use the profession’s services.
Respectfully submitted,
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T. Dwight Williams, Chairman
Will A. Clader
Robert L. Dixon
A. Joel Jackson
Ralph B. Mayo
October 29, 1949

Committee on Bankruptcy
and Reorganization
To the Council of the
American Institute of Accountants :

Gentlemen: Your committee has pre
viously reported progress in its efforts to
have the General Order No. 45 amended,
and to secure approval by the U. S. Su
preme Court, of a new Order, No. 46.
You will recall that, under the latter
proposed order, accountants employed in
bankruptcy cases, under the jurisdiction
of the federal courts, would have their
fees set upon completion of their services,
as is the case with attorneys.
The present rule No. 45 covers account
ants, appraisers, and auctioneers, and per
mits their employment by the courts only
upon an order “fixing the amount of the
compensation or the rate of measure
thereof.”
Through the efforts of the New York
Credit Men’s Association, a committee of
the New York State Society of Certified
Public Accountants and predecessor com
mittees of your Institute, the matter was
brought to the attention of the National
Bankruptcy Conference.
The Conference approved the proposals
put forward by these groups; namely, the
elimination of the word “accountant” from
General Order No. 45 and the proposed
G. O. No. 46 in which the court was per
mitted to authorize the employment of
accountants, without the preliminary lim
itations imposed by G. O. No. 45.
The form of the proposed General Order
No. 46 was presented in a prior report of
your committee. It was subsequently re
ported as having been placed before the
Supreme Court.
Recently your chairman and a repre

sentative of other groups visited with the
chief of the Bankruptcy Division of the
Administrative Office of the U. S. Courts.
It developed there that no progress has
been made on our proposals. Further, it
seems that informal discussions with many
Referees in Bankruptcy have convinced
that office that no changes in the existing
G. O. No. 45 should be made.
Your committee is satisfied that an ag
gressive program of education on this sub
ject is necessary in order to properly
classify our services in Bankruptcy mat
ters. The New York Credit Men’s Asso
ciation has been of material help in this
direction. Recent publications of theirs
have contained articles on this subject.
The Journal of Accountancy of October,
1949, carried an editorial on the matter.
There may be many accountants who are
satisfied with the existing order, and others
who feel that the progress of our profes
sion requires changes. Their opinions, we
feel sure, will be welcome to the committee
selected to carry on this work in the next
and succeeding years.
Your chairman, as a representative of
the American Institute of Accountants,
participated in the National Bankruptcy
Conference meeting in December, 1948. A
number of changes in the National Bank
ruptcy Act were discussed. All “non-controversial” matters approved by that Con
ference were drafted and are included in
HR 3111, now before the Committee on
the Judiciary in the U. S. Senate.
Respectfully submitted,
Lewis J. Laventhol, Chairman
Lee J. Muren
Edward J. Taylor
October 31,1949

Committee on Bylaws
To the Council of the
American Institute of Accountants :

3. Second sentence of Article VIII, Sec.
1, to be amended to make it mandatory
that the president call a meeting of council
on the written request of ten members of
council, (instead of five members as pres
ently required).
4. The appropriate articles of the bylaws
to be amended to designate the official title
of the executive officer, who acts as head
of the staff, as “executive director.” At the
present time Article III of the bylaws pro
vides that the council shall elect a secre
tary, but the council, by resolution, has
conferred upon the secretary the title of
“executive director,” by which he has be
come known to the profession and the pub
lic. However, his legal title is still that of
secretary and certain documents and
checks must be signed in this manner. To
relieve the “executive director” of certain
administrative responsibilities, a member
of the staff has been designated as “ad
ministrative secretary.” This is an awk
ward title and one which is easily confused
with secretary.
It has been proposed, therefore, that
“executive director” be made the official
and legal title of the principal staff officer,
which would permit another to be ap
pointed as secretary, thus eliminating some
confusion and inconvenience.
5. Last sentence of Article VI, Section
3 to be amended to provide that the state
ment of the case be prepared by the chair
man of the trial board or a committee
appointed by the chairman instead of by
the executive committee as is now pro
vided. (This section, as it is now worded,
was written when all members of the ex
ecutive committee were ex officio members
of the trial board, which was the whole
council. Now it is quite possible that no
members of the executive committee would
be members of the trial board since that is
a separate body elected by council.)

Gentlemen: No formal meetings of
this committee have been held during the
past year but the following proposals for
changes in the bylaws, received from vari
ous members, have been discussed by cor
respondence between the committee mem
bers, the executive director, and legal
counsel:
1. Second sentence of Article I to be
amended to read as follows :
“Its object shall be to unite the ac
countancy profession of the United
States as constituted by the certified
public accountants of the several states,
territories, possessions, and the District
of Columbia; to promote and maintain
high professional and moral standards
within the accountancy profession; to
assist in the maintenance of high stand
ards for the certified public accountant
certificate in the several states, terri
tories, possessions, and the District of
Columbia; to safeguard the interests of
certified public accountants; to advance
the science of accountancy; to develop
and improve accountancy education; to
facilitate the free passage of certified
public accountants across the boundary
lines of the various political subdivisions
of the United States of America in the
conduct of their regular professional
practice; and to encourage cordial inter
course among certified public account
ants practicing in the United States of
America and accountants of similar
status in the other countries of the
world.”
2. The name of our organization to be
changed from “The American Institute of
Accountants” to “American Institute of
Accountants.” (Proposer pointed out that
the latter name is in general use on pub
lications, stationery, etc., although the cer
tificate of incorporation indicates that the
legal name is “The American Institute of
Accountants.”)

The committee on bylaws recommends
that these proposals, together with the
committee’s reasons for its recommenda
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tions, be referred to the 1949-50 committee
on bylaws.
This action is recommended for the fol
lowing reasons:
(a) The members of the committee feel
that any proposed changes in the bylaws
should receive the unhurried consideration
of members of council, before being sub
mitted for vote by the membership at
large. Such consideration, except for items
of an extremely urgent nature, is only pos
sible at the four-day spring meeting of
council. None of the above proposals were
received by the committee on bylaws in
time for consideration and report to the
1949 spring meeting of council. The In
stitute bylaws provide a procedure under
which proposals of an urgent nature re
ceived too late for consideration at the
spring meeting can be acted upon by the
membership at the annual meeting. Coun
cil can consider them, even though hur
riedly, at its one-day fall meeting and the
members present at the annual meeting,
by majority consent, can dispense with the
usual requirement of notice included in the
secretary’s call for the meeting. The mem
bers of the committee on bylaws feel, how
ever, that, while most of the above pro
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posals have merit, none are sufficiently
urgent to require this emergency action
or justify deviation from the policy of ob
taining unhurried council approval before
submission to the membership.
(b) The committee was also influenced
by the motive of economy. By holding
these proposals over until next year, the
Institute can save, this year, the rather
considerable expense involved in printing
and mailing notices, ballots and revised
bylaws.
For these reasons, the committee feels
that action should be deferred on these
proposals until next spring. By that time,
it is possible that bylaw changes of a more
urgent nature will have been proposed or
that other proposed changes of a less ur
gent nature may have accumulated in num
bers sufficient to warrant the expense of
simultaneous action on the entire group.
Respectfully submitted,
Coleburke Lyons, Chairman
Clem W. Collins
Robert D. Dana
Lamont E. Fonteine
John M. Stoy
October 7,1949

Committee on Coöperation with

Congressional Appropriations Committees
To the Council of the
American Institute of Accountants :

Gentlemen : The change in political
party control of the two Houses of Con
gress, resulting from the November, 1948
elections, has resulted in there being no
committee activity for us to report com
parable with that of the preceding two
years. While the desire of our committee
to be of such service as might be feasible

was communicated to the new chairman
of the House of Representatives’ Appro
priations Committee, no request for any
kind of service was received from him.
Certain individual members of the Ap
propriations Committee, however, were
desirous of some assistance along the lines
previously given them in connection with
budget review in the case of the particular
government agencies dealt with by their
subcommittees. It very quickly became ap
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parent, however, that without access to
the government agencies involved, an iso
lated review of the related “justifications”
would serve no worth-while purpose; the
substantial results accomplished in the two
past years were due to information devel
oped through study and analysis of the
underlying agency records.
The committee concludes this report
with an expression of hope, however, that
some activity, on however modified a
basis, might materialize in the course of
the near future, since the work done in
connection with the two years of the 80th
Congress so clearly demonstrated that the

assistance and advice of the certified pub
lic accountant could be made of outstand
ing help to the members of Congress in
their study of federal budgets of such crit
ical impact on the nation's economy as
those of the present time.
Respectfully submitted,
Edward A. Kracke, Chairman
T. Coleman Andrews
William M. Black
Paul Grady
Maurice E. Peloubet
October 11, 1949

Committee on Coöperation with Bankers
and other Credit Grantors
To the Council of the
American Institute of Accountants :

Gentlemen : The committee on coop
eration with bankers and other credit
grantors has enjoyed a period of moderate
activity since the meeting of council in
the early part of May and herewith sub
mits its report covering this period.
On June 8, 1949 there was held in New
York City a joint meeting of the commit
tee on cooperation with public account
ants, of the Robert Morris Associates, and
the committee on cooperation with bank
ers and other credit grantors, of the Amer
ican Institute of Accountants. This meeting
was preceded by luncheon at 12:30 P.M.
and was followed by cocktails and dinner.
The Robert Morris Associates was repre
sented by fifteen associates including S.
Allen Pippitt, New York City, chairman
of the committee; Milton J. Drake, De
troit, Michigan, the recently installed
president of the Associates; Raymond W.
Duning and Lawrence T. Knier, Phila
delphia, general secretary and research
secretary, respectively, of the Associates.
The American Institute of Accountants

was represented by your chairman, eight
committee members from the states of
Maine, Massachusetts, Michigan, New
Jersey, New York, North Carolina, and
South Carolina, and nine other members
of the Institute and its executive staff in
cluding the chairmen of the committees
on accounting and auditing procedure, the
nominee for president of the Institute, and
the executive director, the director of re
search, the research assistant and the
director of public information, all from
the executive staff of the Institute.
The business of the meeting dealt with
three matters of primary interest;
namely—
(1) The substitute pamphlet for Exam
ination of Financial Statements by Inde
pendent Public Accountants, presently en
titled Audits by Certified Public Account
ants—Their Nature and Significance.
The report of this committee to the
spring meeting of council noted that the
first draft of the substitute pamphlet had
been distributed to the members of this
committee, to the members of the Robert
Morris Associates committee and to the

Committee on Cooperation with Bankers and other Credit Grantors

members of the Institute committee on
auditing procedure. Criticisms and sug
gestions concerning the draft from all
three committees, submitted to the re
search director of the Institute prior to
this meeting, together with the discussion
of the draft which took place at the meet
ing enabled the research department to
proceed with appropriate revisions. A sec
ond and revised draft of the pamphlet has
been distributed recently to the appropri
ate committees of the Institute and is to
be considered by the auditing procedure
committee at its meeting scheduled for
October 30, 1949. It is perhaps a fair state
ment to say that this substitute pamphlet
is now or shortly will be an accomplished
fact. The Robert Morris Associates are
eagerly awaiting this pamphlet.
(2) A proposed outline of what the
banker would like to obtain from an audi
tor’s report.
This outline may take the form of a
pamphlet and the tentative title of “What
Does a Banker Expect to Find in an Audit
Report for Credit Purposes?” has been
suggested. Your chairman, while attend
ing the recent annual conference of the
Robert Morris Associates at the General
Oglethorpe Hotel, Savannah, Georgia,
heard numerous statements to the effect
that loaning officers are still unhappy over
some of the audit reports they receive.
Also, your chairman has reviewed re
cently several papers and speeches by
bankers dealing with the very important
matters of what the loaning officer ex
pects by way of an audit report and the
deficiencies which are being encountered
in such reports. All of this points up an
area which needs further exploration in
order to clarify for bankers the position
of the accounting profession in the matter
of supplying credit information in audit
reports.
(3) Statement on Auditing Procedure
No. 23—Clarification of Accountant’s Re
port When Opinion Is Omitted.
The chairman of the Institute committee
on auditing procedure reviewed at some
length the history of this bulletin, as re
vised for presentation to the membership
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of the Institute for action at this annual
meeting. There was considerable discus
sion of this bulletin from the banker’s
viewpoint which seemed to clarify most
of the doubts and confusion that appar
ently existed in the minds of the bankers.
As a result of the frank and complete dis
cussion, it appeared that those present at
the joint meeting were in substantial
agreement with the principles set forth in
bulletin No. 23, as revised, and believed
that adherence to the principles would rep
resent a considerable improvement in ac
countant’s reporting practices.
A listing of the pamphlets of major im
portance to bankers issued or to be issued
in the near future by the Institute follows:
(1) Examination of Financial State
ments by Independent Public Ac
countants, now obsolete in part
(2) the substitute pamphlet for Exam
ination of Financial Statements,
presently entitled Audits by Certi
fied Public Accountants—Their
Nature and Significance
(3) the explanatory pamphlet What
Does an Auditor’s Certificate
Mean?
(4) Statement on Auditing Procedure
No. 23—Clarification of Account
ant’s Report when Opinion Is
Omitted.
In the absence of information to the
contrary, your chairman believes there is
also under way by the research depart
ment of the Institute a series of case
studies dealing with the selection and ap
plication of auditing procedures to small
businesses. From the banker’s viewpoint,
these case studies will be a most desirable
supplement to the above four pamphlets
in obtaining a better understanding of
auditing procedures and reporting stand
ards.
The above are significant contributions
by the Institute toward a solution of the
banker’s problem of understanding about
matters of auditing and accounting. There
is, however, an apparent misunderstand
ing by bankers as to the responsibility of
accountants for what should be included
in audit reports for credit purposes.
As a starting point for the elimination
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of this misunderstanding there is real need
for a comprehensive statement or outline
of the basic information bankers would
like to obtain from audit reports with em
phasis on the obvious desirability of re
ports for credit purposes presenting the
information needed in the light of the par
ticular circumstances, rather than on the
basis of a general check-list. It was em
phasized to the bankers at the joint meet
ing of committees in New York City that
the responsibility of accountants to furnish
in audit reports all of the credit informa
tion bankers would like to obtain from
such reports depends entirely on instruc
tions from clients. This matter is primarily
a selling problem between banker and bor
rower, and perhaps the Robert Morris
Associates have a responsibility to develop
for the benefit of all parties at interest
such an outline. Accountants can and will
supply such of this desired credit infor
mation as is approved and sponsored by
their clients.
Future Institute committees on coop
eration with bankers should give freely of
their time to the Associates who may be
come engaged in this project so that it may
be brought to an early and satisfactory
conclusion.
The past year witnessed many occasions
where bankers spoke to accountants and
wrote articles of direct interest for ac
countants, and where accountants spoke
to bankers. Two examples at the national
level are of current significance: the an
nual meeting of this Institute has T. W.
Johnson, vice president, Security-First

National Bank of Los Angeles and a Rob
ert Morris Associate, as a speaker, and
your chairman’s appearance as a speaker
at the recent annual conference of the
Robert Morris Associates at the General
Oglethorpe Hotel, Savannah, Georgia. It
is desirable that, if possible and appro
priate, programs for future annual meet
ings of the Associates and the Institute
provide for similar interchanges of speak
ers.
Your chairman has been informed that
there has been a change in policy with re
spect to the membership of the Robert
Morris Associates’ committee on coopera
tion with accountants. Formerly, it was the
policy to concentrate the membership of
this committee from Associates located in
the New York City area. Beginning with
installation of the new officers of the Rob
ert Morris Associates in Savannah early
this month, the committee on cooperation
with accountants will include representa
tives from other sections of the country.
Accordingly, the American Institute of
Accountants should include in its commit
tee on cooperation with bankers and other
credit grantors members of the Institute
from the same areas as will be represented
on the Robert Morris Associates’ commit
tee. This policy on the part of the Institute
should be conducive to more efficient co
öperation and should provide quicker solu
tions and discussions of mutual problems
on a national level basis.
Respectfully submitted,
Ralph L. Stauffer, Chairman
October 31,1949

Committee on Coördination of Activities
of State and National Organizations
To the Council of the
American Institute of Accountants :

Gentlemen : The last year has seen
considerable evolution and development in
the relations between the American Insti
tute and the various state societies of cer
tified public accountants. This report will
attempt to evaluate that development.

When the State Society Service Depart
ment was established nearly four years
ago, it was necessarily on an experimental
basis. In its early days a substantial vol
ume of material was sent out in the hope
that much of it would be useful, and with
the understanding that the test of useful
ness would have to come through trial and
error.

Committee on Activities of State and National Organizations

Relations between the Institute and the
state societies are on a two-way street. The
services provided by the Institute could be
improved only as the state societies gave
definite indication of their needs and their
ability to use the type of information
which was furnished to them. It has nat
urally taken some time to establish the
firm mutual relationship which is essential
for a satisfactory service department, and
this process is still going on.
As a result of experience, the original
concept of the state society service depart
ment has been modified, and we believe
that it has been improved. It has not turned
out to be either practicable or desirable to
charge a single Institute department with
sole responsibility for all relationships
with the state societies. Instead there has
been a steady growth of closer relations
between all divisions of the Institute and
the state societies, with the state society
service department serving chiefly as a
clearing house for exchange of informa
tion, requests for assistance from the In
stitute by the state societies, and requests
for action by the state societies from the
Institute.
These relationships between the state
and national organizations cover all phases
of professional activity and problems of
concern to certified public accountants,
including state and federal legislation; re
search and the work of the committees on
accounting and auditing procedures; edu
cation and the CPA examination; rela
tions with bankers, lawyers, and other
professional groups; arrangements for
meetings; publications; public relations—
in short, all of the fields in which the Insti
tute and the state societies are active. We
can report with confidence that all of these
relationships are closer and more satisfac
tory today than they have ever been be
fore. As one specific indication, the vol
ume of letters received and answered
individually by the public information de
partment and the state society service
department now runs to several hundred
each month, and a very substantial num
ber of them are from state society officers
and committee members. The day-to-day
work of these departments is described in
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some detail in our last report to council
and will not be covered again here.
Council may be interested, however, in
the replies to a questionnaire sent to state
society and chapter presidents early last
summer. This questionnaire listed twentyfive items or types of material sent out by
the two departments during the preceding
year and asked the presidents to indicate
whether each item was “very useful,”
“somewhat useful,” or “not useful.” For
every item, the replies listing it as very
useful or somewhat useful substantially
exceeded the listings as not useful; never
theless the results gave a valuable indica
tion that some types of material were con
siderably more useful than others.
The replies to this questionnaire also
lent emphasis to the fact that all the ser
vices provided by the Institute will neces
sarily not be of equal value to all of the
state societies. It is certainly impossible
for headquarters to guess which services
are most valuable, without the benefit of
continuing comments and suggestions
from the state societies and chapters. But
this growth in the volume of both approval
and constructive criticism is in itself a
sign of healthy relationships.
For the same reasons which have led to
the evolution of the state society service
department as the focal point between the
Institute and the state societies, rather than
as a department attempting to provide a
complete service with its own resources,
your committee has concluded that for the
present a traveling secretary would not be
particularly useful. Instead the Institute
has expanded its budget for travel for all
of the top members of the staff. Plans for
the coming year call for both wider and
closer contacts between staff members and
the officers, committees, and members of
state societies and chapters. As a part of
this program, the speakers bureau in the
public information and state society ser
vice departments has been given the re
sponsibility of coördinating all speaking
engagements of Institute officers and staff
to assure the widest possible geographic
coverage every year, with a reasonable
economy of travel.
The successful cooperation of autonom
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ous state and national organizations de
pends upon a continuous interchange of
information, personal contacts, and prac
tical assistance in handling mutual prob
lems. We believe that this cooperation has
been more satisfactory during the past
year than ever before, and that the organ
izational channels through which it oper
ates are now fairly well worked out. There
is, nevertheless, ample opportunity for
additional service from the Institute,
which can be provided if the state soci
eties made their needs and their wishes
known in concrete form.
From this point on it is our belief that
the committee on coordination of activities
of state and national organizations should
devote somewhat less attention to details

of organization and operation, while cor
respondingly increasing its concern with
problems of basic policy in this field. The
problems are by no means wholly solved,
but we are moving in the right direction.
Respectfully submitted,
Clinton W. Bennett, Chairman
C. Weldon Barstow
Walter G. Draewell
Harold H. Gilbert
Simon Loeb
Roy L. Pope
Cyril Talbot
Thomas R. Ward
Wallace W. Willard
Carlos R. Zener
October 17, 1949

Committee on Education
To the Council of the
American Institute of Accountants :

Gentlemen : Newly established gradu
ate study conferences since the spring
council meeting have been held at Stan
ford University, Palo Alto, California; at
Rutgers University, New Brunswick, New
Jersey; and at the Louisiana Polytechnic
Institute at Rushton, Louisiana. Consistent
with the record of previous conferences,
the attendants have been enthusiastic about
this type of educational activity. The Uni
versity of Michigan conference at Ann
Arbor, Michigan, was successfully re
peated this year.
New graduate study conferences are
being planned for the Universities of
Maryland and Wisconsin in 1950.
From surplus funds arising from the
two University of Michigan conferences,
the committee has decided to appropriate
$400 to be awarded as prizes, in a contest
shortly to be announced, to further one of
the projects of the committee. A first prize
of $250 and a second of $150 are to be
awarded for the two best papers submitted
on the subject: “A practical program for

staff training in the art of writing.” It is
hoped not only that some worth-while
specific ideas will evolve from this con
test but also that the importance of the
subject will be brought to the attention of
the profession.
Perry Mason, president of the American
Accounting Association, has appointed a
committee under the chairmanship of
David W. Thompson of Indiana Univer
sity to work with this committee in the
development of policies and procedures for
interneship programs.
Further progress on such committee
projects as interneship and the initiation
of an experimental program for coopera
tive staff training for smaller firms de
pends upon the availability of time of the
educational director.
Respectfully submitted,
John W. McEachren, Chairman
Herman W. Bevis
William Boynton
Alexander Eulenberg
Marshall M. Thomas
Richard S. Claire
Louis M. Kessler
October 24, 1949

Committee on History
In Virginia, where the State Society
celebrated its fortieth anniversary on Sep
tember 9-10, 1949, an attractive brochure
was printed which besides giving the pro
gram and the roster of the officers and
directors, included a three-page article en
titled “Seeing Through” by William P.
Hilton who was the first president of the
Virginia Society. And since the two vol
umes of original minutes were destroyed
by fire while in transit between Norfolk
and Richmond these memoirs of the events
of 1908 and 1909 are of great value.
The Journal of Accountancy of Septem
ber 1949, pages 232-325, carried “Some
Little Known Facts About How Account
ancy Got to be What It Is Today” by Arch
Rounsaville of the U. S. Department of
Agriculture. A section of the article is
devoted to the United States but we hope
that in his farming operations he plows
more deeply and cultivates more carefully
so that his crops may not be crowded by so
many weeds. Apparently he consulted sec
ondary source material which now have
been found to be erroneous in many re
spects.
In all states, the Index of Accountancy
History Materials in 25 Periodicals 18801930 has been very useful for locating mat
ter pertaining to “The First Twenty Years
of AAPA, 1886-1906,” on which much
progress has been made, especially in the
preparation of a brief biographical item
about each accountant who was a member
for any period during those two decades.
For this result credit is due to the many
libraries and historical societies who have
cooperated generously and to scores of
members of AIA in examining directories,
local histories, old newspapers and other
publications not otherwise available to the
committee. In its work the committee has
had the assistance of a retired employee
of the Institute whose salary has been paid
from the appropriation made by council in
1946.
Also resulting from a suggestion by the
committee the Institute has assisted the

To the Council of the
American Institute of Accountants :

Gentlemen : This report is an exten
sion of that presented April 4, 1949 and
printed on page 50-52 of the midyear re
ports to council. Together they make a
record of the work on history during the
past year.
In Georgia, the History, 1888-1948 men
tioned in the midyear report has been
published in a booklet of fifty-two pages.
Besides bringing together items from many
year books and other records, it includes
interesting facts unearthed in miscellane
ous places, the uncovering of which must
have required much research. Also it in
cludes a welcome though probably too
generous acknowledgment of assistance of
this committee.
In Illinois, Ernest Reckitt submitted the
manuscript of his history to this commit
tee. Each of the four members read it,
made a few suggestions for clarification,
and all agreed that its publication was de
sirable.
In New York a number of historical
writings have appeared. F. W. Lafrentz
& Co. published the story of the firm and
its founder in a book of fifty-two pages
with the title of A Half Century of Prog
ress, 1890-1940. The Arthur Andersen
Chronicle of July 1949 carried two arti
cles—“New European Firm Established”
by K. M. Montgomery, and a story of
“Turquand, Youngs, McAuliffe & Co.,”
the 1858 English firm with which Arthur
Andersen & Co. has become associated in
Europe. And the State Society committee
on history, after contributing the story
“Early Developments of Accountancy in
New York State” to the March 1949 issue
of The New York Certified Public Ac
countant on pages 157-162, furnished an
other on “The New York State Society—
Its Genesis,” which was prepared by a
member of the Institute committee and
published in the May 1949 issue on pages
327-329.
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Library of Congress and some other li
braries to fill in gaps in their collections of
AAPA and AIA Year Books and of The
Journal of Accountancy.
For the future the committee has three
suggestions:
The first is more than a suggestion—it
is really a plan for the completion of the
story of “The First Twenty Years of
AAPA, 1886-1906” which it is hoped can
be accomplished within the next year.
The second is that at regional confer
ences, history be given a place on the pro
grams. We mean history, not propaganda.
The profession has a record of which it
should be proud and this should be empha
sized for the benefit of young members of
it and especially for the students who are
preparing for it. Such historical papers
may be devoted to the development of one
or more classes of accounting principles
or procedures or education or societies or

persons. Each calls for research, collation,
and recital.
The third suggestion is one for the Insti
tute organization. It is that work be started
at once upon a comprehensive index of
minutes of council, executive committee,
etc. Perhaps this should be begun upon
the presently current records and kept up
to date; then by taking up similar work on
the records from the merger of the Amer
ican Society in 1936; and finally by cover
ing the longer though less active period
from the reorganization of the AAPA into
AIA in 1916.

Respectfully submitted,
Norman E. Webster, Chairman
William P. Hilton
A. Charles Littleton
Ernest Reckitt
T. Edward Ross
September 30,1949

Committee on Natural Business Year
To the Council of the
American Institute of Accountants :

Gentlemen : In its report to council last
April, this committee suggested that the
experience of members of the Institute
might be drawn upon to develop informa
tion about the most prevalent closing dates
in various industries. We now put this in
the form of a recommendation, and unless
there is objection to this report, we propose
that during the next year the natural busi
ness year committee should carry out this
project.
Specifically, we propose to send to each
state society a supply of forms listing the
main types of industry and business in the
United States with a request that appro
priate members of the state society be
asked to fill in, from their own experience,
the fiscal year most prevalent in the types
of business with which they are familiar.
This material would be assembled and ana
lyzed so that the Institute would be in a
position to supply information on the nat

ural business year for any business, on re
quest.
The multilithed pamphlet approved by
the committee last spring has been useful,
and has been sent out in response to numer
ous requests. However, the committee be
lieves that more companies could be per
suaded to adopt a natural business year if
additional information were available. In
this connection, we call attention of the
council to the fact that new overtime reg
ulations of the Wage and Hour Adminis
tration make it even more desirable than
before that the work of accounting firms
should be spread more evenly throughout
the year.
Information on the fiscal years of listed
corporations is available from Moody’s,
the Fitch Publishing Company, Standard
and Poor’s, and Data Digest. This infor
mation could be compiled and used in con
nection with reports received from Insti
tute members on the natural business years
of unlisted companies.
Early last summer, the committee re

Committee on Natural Business Year

ceived a number of communications with
respect to the possible use of the natural
business year by automobile distributors
and dealers. We therefore wrote to the au
ditors of all of the leading automobile
manufacturers and to the manufacturers
themselves, asking them about company
policies with respect to the use of natural
business years by dealers. Most of the
companies replied that they had no fixed
rule on this subject, but almost all of them
indicated that they require reports from
dealers on a calendar-year basis, and this
means that adoption by any dealer of a
fiscal year other than the calendar would
impose an added accounting burden.
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There does not seem to be much likelihood
that this situation can be changed in the
near future, although some dealers never
theless use a natural business year.

Respectfully submitted,
Walter F. Kuhn, Chairman
Harry W. Babineau
Emmett S. Harrington
John J. Harrington
Walter E. Heider
George C. Ludolph
Joseph F. Sullivan
Roy L. Ward
L. C. J. Yeager
October 5,1949

Committee on Membership
To the Council of the
American Institute of Accountants :

Gentlemen : The membership commit
tee has continued to function actively since
the last report to this council on April 29,
1949. Correspondence from the members
of this committee indicates that the pro
gram of aggressively encouraging new
CPAs to join the American Institute is
being continued and is meeting with re
markable success.
By August 31, 1949, the membership of
the Institute had reached 13,976, an in
crease of 875 since the last committee re
port for March 31, and a net increase of
1,725 since August 31, 1948. For the 1948
fiscal year, the net additions were 1,296.
Applications for membership during the
year ended August 31, 1949, totaled 1,927;
1,912 applications have been granted. Cor
responding figures for the preceding year
were 1,747 applications and 1,526 granted.
From this summary, we believe that our
former conclusion is borne out, that the
Institute is continuing to serve an increas
ing per cent of the CPAs each year.
We believe that the mailing out of the
printed circular describing the Institute’s

activities to all non-member CPAs, along
with a congratulatory letter to all new
CPAs, is, in large part, responsible for
the greater number of additions to our
membership.
This committee makes two specific rec
ommendations for the consideration of the
next committee on membership:

1. That serious consideration be given
to the reopening of the question of the
two-year practice requirement. It is the
opinion of some of the members of this
committee that the time to interest CPAs
in membership is just after they have re
ceived their certificates. A delay of two
years will often discourage them from ap
plying for membership at all.
2. That a definite attempt be made to
bring the Institute closer to the local chap
ters of CPAs by encouraging an “Ameri
can Institute” program for at least one of
the meetings during the year. It is noted
that in cities where such a program has
been used, the interest shown in the Insti
tute is greater.
Respectfully submitted,
Clifton H. Morris, Chairman
October 17, 1949

Committee on Public Information
carried out on a project basis through the
office of the public relations counsel, and
by obtaining the services of free-lance
specialists. This gives the program a flexi
bility easily adapted to particular needs
and the availability of funds.
The previously approved program is, of
course, being carried on, largely by the
regular staff. As indicated in our report
to council last April, the work of the Insti
tute’s public information department has
been broadened in recent years to cover a
field better described as public relations.
This includes continuous activity in the
fields of state and federal legislation, liai
son with government agencies and with
other professional organizations, assist
ance to state societies not only in publicity
but in such things as community relations,
and the preparation of materials and sug
gestions designed to help the individual
CPA in his own professional relations
with the public.
The committee believes that this ex
pansion of activities has already been
justified by results. The action of council
in approving an initial expansion two
years ago has turned out to be fortunate,
considering the acute legislative problems
which have required almost continuous
attention from the officers, committees,
and staff since 1947. A large part of the
material used in meeting these problems
has been prepared by the public informa
tion department. It should be noted, how
ever, that the full program will be effective
only to the extent that materials supplied
by the Institute are actually used in states
and communities where the good or bad
public relations of certified public account
ants must finally be found.
As a special project during the past
year, the public information director and
the public relations counsel of the Insti
tute, in consultation with this committee,
have been working closely with the Mas
sachusetts Society in the development of

To the Council of the
American Institute of Accountants :

Gentlemen : The expansion of the In
stitute’s public information program,
which was suggested in this committee’s
report to council last April, has since been
approved by the executive committee and
increased activities in several fields are
already under way.
Over and above the activities described
in our last report, particular emphasis is
being given to magazine articles, radio,
and new public information pamphlets.
Two articles in support of the Tax Set
tlement Board bill have appeared in maga
zines of national circulation as a result of
activities initiated by the Institute’s public
information department and public rela
tions counsel. Several magazines have re
sponded favorably to queries about pos
sible articles on subjects which would
include emphasis on the need for better
accounting, particularly in small business,
and on the advantages to business of ob
taining expert advice in this field. These
articles are now in preparation.
Also in preparation are two fifteen-min
ute radio programs which will be pre
sented by professional actors and made
available in transcribed form for use on
local stations, under the sponsorship of
state societies of certified public account
ants.
Two new public information pamphlets,
one addressed primarily to candidates for
the CPA examination, and the other in
tended for high-school students and col
lege freshmen who might be interested in
a career in accounting, are now on the
press. Additional pamphlets are planned
for the coming year, and a new pattern
speech will be available. The first sections
of a comprehensive public relations kit,
for use by state societies and chapters, will
also soon be ready for distribution.
Most of the expanded program is being
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a public relations program for that society.
This “pilot study” was conceived as some
thing which might furnish useful infor
mation for other societies and, as ex
pected, it has revealed a number of diffi
culties as well as advantages which may
be obtained by a relatively modest expen
diture in one state. The chief difficulty is
in finding a competent local public rela
tions counsel on a part-time basis. Two
individuals who were engaged for this
work in Massachusetts almost immediately
found other full-time employment which
made it necessary for them to relinquish
the assignment with the society. Never
theless, there has been real achievement in
terms of better publicity, and the directors
of the Massachusetts Society have been
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sufficiently encouraged to go ahead with
a specific program.
The members of this committee are sat
isfied that the Institute has been making
substantial progress in the development of
better public relations for the profession,
and that the Institute’s public information
program, as now being carried out, justi
fied the increased emphasis which it has
received in recent years.
Respectfully submitted,
J. Harold Stewart, Chairman
William M. Black
John C. Martin
N. Loyall McLaren
George E. Perrin
Hatcher A. Pickens
October 7,1949

Committee on Publication
To the Council of the
American Institute of Accountants :

siderably beyond what had previously been
undertaken.

Gentlemen : The committee on publi
cation reports the following facts with
respect to operation of The Journal of
Accountancy for the year ended August
31, 1949.

Advertising

Paid
Circulation
8/31/49
52,000
8/31/48
49,500
8/31/47
42,000

Circu
lation
Revenue
$206,862
162,391
116,477

Adver
tising
Revenue
$95,482
85,385
62,065

Approximately 54,500 copies are being
printed currently, the difference being ac
counted for by late renewals, copies of any
given issue for which are mailed to sub
scribers after the date of the above com
putation.
Circulation promotion efforts during
the year were at a somewhat lower in
tensity than currently because of the pro
longed illness of the business manager.
This misfortune has been dealt with by
the addition of a new promotion man to
the staff. During the summer a circula
tion promotion campaign was started con

Advertising revenues for the year just
ended were $95,482, compared with
$85,385 for the previous year. An increase
in the basic advertising rate from $300
to $400 per page (on a one-time basis)
was made effective with the January, 1949,
issue, provided that contracts signed be
fore January 1, 1949, were to continue at
the old rate for the remainder of 1949.
Advertising volume in the early days of
autumn, 1949, is slightly above the pre
vious year, and prospects are good for the
immediate future. Contracts for five or six
new major advertisers have been obtained
to start during the fall of 1949.

Production
Effective with the July, 1949, issue, a
new printer was engaged to print The
Journal. Savings due to this and other
economies are now being enjoyed at the
rate of $30,000 per year over the cost of
printing charged by the printer with whom
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we had done business for twenty-five
years. The spring of 1949 was the first
time since the war that printing services
on the scale required were available.

Staff
In January, 1949, John L. Carey was
named editor, and William S. Papworth
named managing editor. George H. Sher
wood, for ten years business manager of
The Journal, was taken seriously ill in
October, and returned to duty on a lim
ited basis in April. He retired from busi
ness July 1, 1949. R. F. Dale was engaged
as promotion manager in June, to work

with Journal circulation and advertising
promotion, plus promotion of miscellane
ous publications of the Institute. Sheldon
L. Mason, assistant advertising manager,
was made advertising manager.
Respectfully submitted,
Edward B. Wilcox, Chairman
Marquis G. Eaton
Russell H. Hassler
Joel Hunter, Jr.
J. K. Lasser
George F. Shannon
Alden C. Smith
Donald Trouant
October 14,1949

Committee on Relations with the
Securities and Exchange Commission
To the Council of the
American Institute of Accountants :
Gentlemen: In considering the rela
tions of the profession with the Securities
and Exchange Commission, it is pertinent
to recall three facts: (1) As the agency
administering federal laws which have ob
tained general public approval, the SEC
can, through its accounting staff, effective
ly support the continuing development of
sound accounting and financial-reporting
practices; (2) The SEC accounting staff
is confronted with a number of accounting
and financial-reporting problems greater
than that which any individual or firm can
possibly encounter; (3) Both the account
ing staff and the profession need the wid
est possible acquaintance and exchange of
thought to promote the sound development
of accounting in its service to our political
and social economy.
In recognition of the importance of ex
change of views and better understanding
between representatives of the Institute
and the SEC accounting staff, our com
mittee has had three all-day meetings,
January 19, March 22, June 29, and one
half-day meeting on September 21, 1949
at the Commission’s office in Washington.

Our committee has comprised the chair
men of the Institute committees on ac
counting procedure and auditing proce
dure, a member of the ethics committee,
and two other Institute members. The In
stitute director of research attended all
but one meeting. The SEC staff group
attending the meetings included Earle C.
King, Chief Accountant in the Commis
sion, and five or six principal members of
his office and that of the Commission divi
sion of corporation finance.
It has been understood by both partici
pating groups that no formal decisions are
intended or possible and that our commit
tee does not speak for the Institute or any
other Institute committee. The agenda for
the meetings, which were informal, were
submitted in part by Mr. King and in part
by members of our committee. An outline,
not in chronological order, of the more
important subjects discussed at one or
more of the meetings is submitted as
follows:
Auditing Problems
Choking certificate numbers in an in
vestment company portfolio: The opinion
of a certifying accountant says he has not
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traced serial numbers. Discussion devel
oped the view that this step should, or
should not, be taken depending upon the
auditor’s judgment applied to the partic
ular circumstances, but that reference in
his report to omission of the step should
not be made as it is of no avail to the audi
tor and is subject to misinterpretation.
Investigation of personnel of new
clients: Mr. King felt that the auditor
should make reasonable investigation of
top management whose reputation is un
known to him, and that in appropriate cir
cumstances the auditor must at least ex
tend his procedures. Mr. King said his
thoughts were fully expressed in his
speech on November 19, 1948 to the
Georgia Society.
Responsibility of the auditor to the
effective date of a 1933 Act registration:
It was noted that neither the Institute nor
the SEC has issued a pronouncement on
this subject; members of the committee
said their firms handle the problem by tak
ing such steps as common sense indicates
to be appropriate in the circumstances.

Interpretation of Disclosure and
Practice Rules

Changes in application of accounting
principles: This discussion related to Reg
ulation S-X, Rule 2.02(c). The staff con
siders it important that the accountant’s
opinion mention the material effect of a
change in the method of applying a gener
ally accepted accounting principle, as well
as the effect of a change from one to an
other generally accepted accounting prin
ciple. Examples: (1) a lump-sum payment
to fund “past service” pensions in lieu of
continuing instalments over a long period,
(2) change from 6 per cent to 4 per cent
in the interest rate used in calculating de
preciation by the sinking-fund method.
Our committee suggested that the existing
rule remain unchanged.
Consolidations: Certain difficult consol
idation problems were discussed. We sug
gested no change in Regulation S-X, Rule
4.02 relating to this subject.
Contingent fees: A unique problem was
discussed involving a certifying accoun
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tant who is also rendering services, on a
contingent basis, involving the collecti
bility of a major asset of the registrant.
The Institute’s rule of ethics regarding
contingent fees allows exception only as
to tax cases. No conclusion was reached
regarding the situation discussed.
Incorporated firms of accountants: This
problem has been frequently considered by
the staff with conclusion that an incor
porated firm must be recognized by the
SEC if it is qualified to practice in the
state of its principal office.

Miscellaneous Subjects
Statement of “application of funds":
Encouragement of this type of statement
was considered. It could be made a require
ment in Regulation S-X. It was agreed
that the statement had great utility and
that its use might be promoted in speeches
by the staff and Institute members and
articles in The Journal.
Revised forms: Discussion was had re
garding certain features of new forms for
use under the 1934 Act which have been
circulated for public discussion.
Bonding of investment company officers:
This is required by SEC rule under the
1940 Act, but no criteria are indicated as
to the amount. It was suggested that the
bond should be more than a token amount
and a minimum of $100,000 or 10 per cent
of the portfolio was suggested.
Natural fiscal year: The staff would
gladly promote use of fiscal years other
than the calendar year. Reference was
made to Accounting Series Release No. 17
of March 18, 1940. It was agreed that the
most serious difficulty lies in the Internal
Revenue Code and that accountants should
endeavor to have the Code amended so that
a change in fiscal year would be neither
advantageous nor disadvantageous to the
taxpayer or the Treasury. A recommenda
tion for adoption of a natural business
year might be put in Regulation S-X.
Deferred filing of SEC annual reports:
Prompt filing is desired by the financial
services and others who wish public infor
mation from the SEC files. This makes it
more difficult for the staff to be lenient as
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to time. However, the financial statements
filed on or before April 30 may be fol
lowed subsequently by the schedules if
permission is asked and granted. Sugges
tion was made that the rule be changed to
permit registrants to file the schedules by
May 31 without obtaining permission. The
problem may be alleviated by a stream
lining of the requirements in Regulation
S-X to facilitate the incorporation of
stockholder reports in Form 10-K if de
sired by the registrant.
Differences between annual reports to
stockholders and the SEC: Discussion was
had regarding greater conformity of an
nual reports to the SEC and to the stock
holders for the sake of simplicity and
economy. This was commended by all as
desirable and may be increasingly possible
if Regulation S-X is amended further to
facilitate the practice. The staff men
tioned that there have been some cases of
essential difference between the stock
holder report and the 10-K report, in re
spects other than the order of presentation
and the amount of detailed information.
The members of our committee stated
that their respective firms would object to
such essential differences.
Independence of accountants'. This sub
ject was generally discussed with partic
ular reference to an unusual problem re
cently presented to the staff.
Forms filed with other government
agencies'. The Bureau of the Budget is
exploring the possibility of unifying forms
filed with more than one government bu
reau. This was discussed particularly with
regard to public utilities. It was felt that
the requirements of the SEC were unique
and that there was no demand from public
utilities for the unification of reports.
Unlisted companies: Legislation has
now been introduced to bring under SEC
supervision all corporations with a mini
mum of 300 stockholders and $3,000,000
total assets. We said that, if the represen
tations made regarding unlisted companies
in a study two or three years ago should
be repeated, the Institute should refute
some of the charges made therein regard
ing public accountants. Although that
study was in a report to Congress and is

now a public document, we were informed
that, in supporting the legislation, the staff
would attempt to avoid those inferences
in the report which members of the Insti
tute found objectionable.
Certification of subsidiaries' statements
included in a consolidation: When ac
countants certify consolidated statements
that include subsidiaries’ accounts exam
ined by other accountants, the “prime”
accountants frequently decline to accept
responsibility for the “sub” accountants’
work. In such cases, the SEC requires that
the opinion of the “sub” accountants be
filed with the consolidated statements with
out requiring filing of the statements cov
ered by such opinion. This is not entirely
satisfactory to either the “prime” or the
“sub” accountants, but no ready solution
to the problem has been found. Mr. King
suggested that if the “sub” accountants so
desire, the statements covered by their
opinion could be filed with the Commis
sion; however, this may unreasonably
complicate the presentation.
Showing of depreciation in public utility
balance-sheets: The committee inquired
as to the attitude of the staff regarding the
showing of depreciation as a deduction
from plant or, alternatively, on the right
hand side of the balance-sheet. The staff
has strong preference for the former
treatment and requires it except for a
public utility under the jurisdiction of one
of the two or three state commissions
which permit or require location of the
accumulated depreciation on the right
hand side of the balance-sheet.
Matters for consideration by the com
mittee on accounting procedure: Three
proposed bulletins, which had been re
leased in draft by the committee on ac
counting procedure, were discussed in
general terms prior to and during the
course of their consideration by that com
mittee. These related to long-term lease
commitments, use of the term “surplus,”
and disclosures regarding the current cost
of inventories as compared with the book
or stated cost.
The wording of the standard note in all
bulletins of the committee on accounting
procedure regarding their non-retroactive
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applicability has troubled the staff in con
nection with certain 1933 Act registra
tions. This problem was referred to the
committee on accounting procedure, which
has it under consideration. Discussion was
also had regarding the placing of surplus
reserves in the equity section of the bal
ance-sheet, and the staff was informed
that the committee on accounting proce
dure has been considering this problem.
Bulletins of the Committee
On Accounting Procedure

The staff has been considering a means
of supporting bulletin No. 34 regarding
use of the term “reserves.” This problem
will be further considered for possible
treatment in the proposed revision of Reg
ulation S-X.
The staff has promptly cited deficiencies
on 1948 annual reports that show disre
gard of bulletin 35 (particularly as to
appropriations deducted from net income
on the income statement). In some cases
the accountant’s opinion has contained
specific reference to the net income and
the appropriation but without citing ex
ception to generally accepted principles.
Should the opinion be amended to state a
clear-cut exception ? There was much
argument over this question, the committee
maintaining that the treatment does not
call for an exception but that specific men
tion in the opinion is desirable to empha
size the amount of the net income. All
present agreed that bulletin 35 should be
supported by practicing accountants al
though it was recognized that general ad
herence had not yet been obtained.
Mr. King stated that in many cases the
staff has issued deficiencies giving the bul
letins as authority. In a number of cases
the staff has received no support from the
certifying accountant who has argued that
the bulletins do not have the status of rules
and need only to be recognized as author
itative when the principles outlined are
in fact generally accepted.
There have been cases in which the staff
has requested a registrant to ask its inde
pendent accountant to furnish to the reg
istrant a letter, for transmittal to the SEC,
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defending a position taken by the regis
trant. In such a situation Mr. King urges
that the accountant first discuss with the
staff the problem at issue.

Development of Generally
Accepted Accounting Principles
In the following paragraphs are sum
marized the views of our committee re
garding the development of generally
accepted accounting principles and the
role of the SEC in this field:
There is ample reason to believe that
the readers and users of business financial
reports comprise a vast and growing num
ber of our fellow citizens. In influencing
the quality of financial reporting, profes
sional accountants have an opportunity for
service and a responsibility which they
can either grasp and meet or side-step and
yield to others.
Since 1934 a large number, running into
thousands, of our business corporations
have been subject to the national law ad
ministered by the Securities and Exchange
Commission.
The 1934 Act requires “listed” corpora
tions to make financial reports to the Com
mission and, although it cannot take offi
cial cognizance of corporation reports to
stockholders, the intimate relation thereof
with reports to the Commission cannot be
ignored. Regulation S-X, Rule 2.01(c)
says:
“In determining whether an accoun
tant is in fact independent with respect
to a particular registrant, the Commis
sion will give appropriate consideration
to all relevant circumstances including
evidence bearing on all relationships be
tween the accountant and that regis
trant, and will not confine itself to the
relationships existing in connection with
the filing of reports with the Com
mission.”
Consequently, if there are significant
differences between a report to stock
holders and the corresponding report to
the SEC, the certifying accountant might
be regarded by the Commission as lacking
“independence.”
The 1934 Act (Section 13 b) grants to
the Commission the following powers:
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“The Commission may prescribe, in
regard to reports made pursuant to this
title, the form or forms in which the
required information shall be set forth,
the items or details to be shown in the
balance sheet and the earning statement,
and the methods to be followed in the
preparation of reports, in the appraisal
or valuation of assets and liabilities, in
the determination of depreciation and
depletion, in the differentiation of recur
ring and nonrecurring income, in the
differentiation of investment and oper
ating income, and in the preparation,
where the Commission deems it neces
sary or desirable, of separate and/or
consolidated balance sheets or income
accounts of any person directly or indi
rectly controlling or controlled by the
issuer, or any person under direct or
indirect common control with the
issuer; . . .”

Throughout the fifteen years of the Com
mission’s history, it has displayed com
mendable restraint in promulgating prin
ciples of accounting. Such pronounce
ments as have been made are contained in
Regulation S-X and in the Accounting
Series Releases (now 69 in number—Re
lease No. 1210 and subsequent releases
numbered 1 to 68), many of which do not
deal with accounting principles and pro
cedures. There has been no attempt by the
SEC to cover the entire field or to an
nounce rules dealing with each new
accounting problem as it arises from
changing economic conditions or business
practices. We believe that the SEC ac
counting staff shares our fears that Com
mission pronouncement of all accounting
principles, general and specific, would tend
to make inflexible and gradually “straightjacket” the accounting and reporting re
quirements of the Commission, to the
detriment of the accounting profession and
the business public. The staff informed us
that they have preferred in most cases to
follow Accounting Series Release No. 4
(April 25, 1938) as the administrative
policy with respect to financial statements:
“In cases where financial statements
filed with this Commission pursuant to
its rules and regulations under the
Securities Act of 1933 or the Secur

ities Exchange Act of 1934 are pre
pared in accordance with accounting
principles for which there is no sub
stantial authoritative support, such fi
nancial statements will be presumed to
be misleading or inaccurate despite dis
closures contained in the certificate of
the accountant or in footnotes to the
statements provided the matters in
volved are material. In cases where there
is a difference of opinion between the
Commission and the registrant as to the
proper principles of accounting to be
followed, disclosure will be accepted in
lieu of correction of the financial state
ments themselves only if the points in
volved are such that there is substantial
authoritative support for the practices
followed by the registrant and the posi
tion of the Commission has not previ
ously been expressed in rules, regula
tions, or other official releases of the
Commission, including the published
opinions of its chief accountant.”
This policy assumes the existence and
continuing development of a body of ac
counting principles and procedures to meet
changing business conditions and the
growing public demand for soundly de
vised financial information. For the form
ulation and announcement of principles
and procedures, the Commission has thus
far chosen, for the most part, to rely up
on the accounting profession speaking
through the Institute committee on ac
counting procedure.
That committee in its present form has
been functioning for the past eleven years.
It first reported to council in 1939. Thirtyseven bulletins have been issued, which in
clude seven reports of a subcommittee on
terminology. At all times the membership
of the committee has included twenty-one
experienced members of the profession
representative of all sections of the coun
try, of the various types of accounting
firms, and of teachers of accounting. The
committee has had the assistance of the
Institute director of research and his staff.
Opinions may differ as to the wisdom of
one or more of the committee’s pronounce
ments, but few will deny that its labors
have resulted in a product of great value
to the profession and to financial account
ing practice.
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However, the decisions of the committee
on accounting procedure are not binding
on independent accountants by any rule
of public law or professional discipline
unless, as to the latter, adoption by the
Institute membership has been asked and
obtained. As yet, no bulletin of the com
mittee has been so adopted.
On the other hand, in pursuance of its
policy not to issue accounting rules under
its possible authority to do so, the SEC,
through its accounting staff, has generally
followed the practice of recognizing the
bulletins and requiring compliance with
them in financial statements filed with the
Commission.
Now the staff is deeply disturbed by the
failure, in conspicuous cases, of indepen
dent accountants to support the bulletins.
The staff suggests that the Commission
may find it necessary to make comprehen
sive announcements of accounting prin
ciples unless the profession is prepared to
assume this responsibility with the Com
mission’s blessing and support.
This is an area of doubt and conflict in
which few laymen are qualified to enter.
A popular demand for “uniformity” of
accounting might find ready public sup
port. In the area of industrial and finan
cial accounting, what agency would be
better qualified to “make the rules” than
the SEC?
A ready solution to avert this dangerous
possibility is not obvious, but unless the
accounting profession is prepared to find
a solution the opportunity may fall from
our hands.
At our meeting with the SEC staff on
September 21, 1949, we were handed a
draft of a revised Regulation S-X which,
as a pronouncement of accounting prin
ciples, goes much beyond the existing Reg
ulation and other Commission pronounce
ments. This draft is being circulated to
some two hundred members of the profes
sion for their comments. Prior to adoption
by the Commission, the revised Regulation
S-X will be printed in the Federal Register
for public scrutiny in accordance with the
Administrative Procedures Act, and a
public hearing will be held.
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II(e) Proceedings
Discussion was had as to the policy and
practice of the SEC in cases that may in
volve accountants under Rule II(e) of the
rules of appearance and practice before
the Commission.
This rule reads, “The Commission may
disqualify, and deny, temporarily or per
manently, the privilege of appearing or
practicing before it in any way to any
person who is found by the Commission
after hearing in the matter (1) Not to
possess the requisite qualifications to rep
resent others; or (2) To be lacking in
character or integrity or to have engaged
in unethical or improper professional
conduct.”
Mr. King and other members of the
staff outlined their views as to their posi
tion and responsibility under this rule as
follows:
A situation may indicate the need for an
investigation under Section 8(e) of the
1933 Act, which empowers the Commis
sion to make an examination to determine
whether a stop-order should be issued
suspending the effectiveness of a registra
tion statement; such investigation deals
with the registrant and not with the certi
fying accountant although findings of in
adequate or misleading financial statements
may have to be described and the name of
the accountant mentioned in the report on
this investigation. Subsequently the SEC
staff must decide whether there exists
prima facie indication for a hearing of the
accountant under Rule II(e) in which evi
dence will be heard bearing upon the firm’s
eligibility to practice before the Commis
sion or the firm’s merit of some form of
discipline. Consequently, investigations
under Section 8(e) and Rule II(e) are of
a different type, even though the pub
lished reports may recite the same or sim
ilar facts.
If a hearing under Rule II(e) is deemed
to be required, the Commission, through
an examiner, hears the case, renders its
verdict and decides upon the penalty if
guilty and whether the name of the ac
countant involved shall be published.
The SEC staff believes that (a) its
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function is comparable with that of the
ethics committee of the Institute in re
viewing evidence and deciding whether or
not the circumstances justify calling the
accountant before the trial board, (b) in
general the same standards have been ap
plied as are applied by the ethics commit
tee in similar circumstances, and (c) the
Institute trial board hearings and the SEC
hearings under Rule II(e) are similar in
being private and in the fact that the re
sults may or may not be published depend
ing upon the decision reached and judg
ment as to what is in the public interest in
the circumstances. However, the staff
agreed with the members of our committee

that a real difference exists in the greater
publicity resulting from hearings before
the Commission if the results are pub
lished.
In our discussion of this subject with
the staff we expressed neither concurrence
with nor opposition to the staff’s interpre
tation and recent application of the rule.
Respectfully submitted,
Robert W. Williams, Chairman
Samuel J. Broad
Alvin R. Jennings
Warren W. Nissley
C. Oliver Wellington
October 31, 1949

IV.
REPORT OF THE AUDITORS

REPORT OF THE AUDITORS

Report on Examination of
Financial Statements
To the Members of the
American Institute of Accountants:
Gentlemen: We have examined the consolidated balance-sheet of the American
Institute of Accountants and its wholly owned subsidiary American Institute Publishing
Co., Inc., and the balance-sheets of the American Institute of Accountants Foundation
and the American Institute Benevolent Fund, Inc., as of August 31, 1949, and the
related statements of income and expenses and fund transactions for the fiscal year
then ended. Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.
Following past practice, the financial statements do not reflect income accrued on
investments but not received and ordinary expenses for which invoices were received
subsequent to the year-end. The costs of bulletins and pamphlets for sale are charged to
expense at the time of acquisition.
In our opinion, the accompanying consolidated balance-sheet of the American
Institute of Accountants and its wholly owned subsidiary, the American Institute
Publishing Co., Inc., and the balance-sheets of the American Institute of Accountants
Foundation and the American Institute Benevolent Fund, Inc., and the related state
ments of income and expenses and fund transactions, present fairly their position
at August 31, 1949, and the results of their operations for the fiscal year then ended, in
conformity with generally accepted accounting principles applied on a basis consistent
with that of the preceding year except that income and expenses heretofore recorded in
the contingency fund have been recorded in the general fund during the fiscal year,
with which change we are in accord.
October 18, 1949

Franke, Hannon & Withey.
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47,190.73

—

25,616.80
5,878.85
2.00
14,699.08

—
$271,549.79

49,965.52
68,363.13

8,137.31
2,297.32
14,699.08

3,000.00

No te:

226,839.92

$ 18,685.20

$404,149.00

1,740.51

$238,957.78
$510,507.57

$245,526.12

Total liabilities and funds $649,675.12

$226,634.86
10,582.41

—
$271,549.79

Endow ment fund ........................... $226,208.92
Business income rese arch fu nd...
17,569.53
Eli jah W att Sells schola rship fund
1,747.67

Fu nd s :

$404,149.00

117,591.06
21,733.82(a )

79,742.29

—

1,120.00
$ 52,482.62

417.55

10,945.07

$ 40,000.00

1948

(a ) Restricted in the amount of $5,000 for the cost of investm ent in the capital stock of the American Institu te Publishi ng Co., Inc.

1.00

1949

b a n k ................... $ 40,000.00
Accoun ts payable and accru ed ex 
penses ..........................................
67,375.67
Employ ees ’ deductions for taxe s
and savings bonds .....................
538.82
Prov ision for federal and state
taxe s on income .........................
7,120.00
Tot al liabilities ............... $115,034.49
Contr ibutions for expansion of In 
stit ute services to members to
be used in succeeding y ears .. ..
37,089.50
Subscription s and adv ertising un 
earne d and dues paid in advance 89,521.79
General fu nd s :
Ame rican Institu te of Accou nt 
ants —App ropr iated for contin 
gency fund ................................... 121,585.69
Una ppropriate d ......................... 22,524.98 (a )
American Ins titu te Pub lishi ng
Co., Inc ..........................................
18,392.55

lia bil ities and fu nd s

Lia bil itie s:
Note payable to

RESTRICTED

$ 11,639.75

227,317.03
1.00
$245,526.12 $238,957.78
Total assets ...................................... $649,675.12 $510,507.57

Cash .................................................................
Marketa ble securities, at cost, (valu e based
on ma rke t quotations 1949—$232,507.73;
1948—$240,045.75) ..................................
Lib rary books, furn iture , and equi pme nt ....

138,159.13

129,159.13

2.00

$ 40,003.20

$128,525.51

!

Cash .................................................................
Marketa ble securities, at cost, (valu e based
on ma rke t quotations 1949—$126,573.50;
1948—$137,442.75) ..................................
Accou nts receivable —examination services
and other it e m s ............................................
Moving, altera tion, and rent al costs to be
reimb ursed by la ndlo rd s .............................
Inve ntori es (books and unboun d sheets, at
cost or nominal value; paper stock, sup 
plies, et cetera, at cost ) .........................
Prepaid expense s ............................................
Fu rni tur e and equipment ..............................
Goodwill of Ame rican Institu te Publ ishin g
Co., Inc ...........................................................
Due from Ame rican Institu te of Acco untants
Foun datio n ....................................................

UNRE STRIC TED

1948

1949

assets

AM ER IC AN IN STIT U TE OF AC CO UN TA NT S and AM ER IC AN IN ST IT U T E PU BLIS H IN G CO., INC .
Conso lidated Balance-Sheets
Augus t 31, 1949 and 1948
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AMERICAN INSTITUTE OF ACCOUNTANTS
AND

AMERICAN INSTITUTE PUBLISHING CO., INC.

Consolidated Statement of Income and Expenses
Years Ended August 31, 1949 and 1948
1948
Income:
1949
$291,663.87
Dues and reinstatement fees......................................................... $320,029.62
Earned subscriptions to monthly publications—non-members
136,823.34
only ................................................................................................
171,397.94
24,507.70
Sales of books ................................................................................
23,589.59
78,391.86
Advertising ......................................................................................
92,001.23
69,340.30
Fees from state boards...................................................................
136,607.87
13,395.06
Income from securities and interest on bank balances...............
16,671.83(a)
1,780.00
Application fees ............................................................................
2,060.00
Contributions to library from American Institute of Account
3,417.35
ants Foundation ...........................................................................
3,531.77
94,558.62
Profit on other publications, services rendered and other items
93,709.83(a)
12.52
Profit on sale of securities .............................. •...........................
442.68(a)
$713,890.62
Total income ................................................................... $860,042.36

Expenses:
$271,791.26
Salaries and technical services ...................................................... $295,755.66
Prime cost of monthly publications—(paper, printing,
109,754.39
et cetera) .....................................................................................
119,407.30
21,637.39
Rent, electricity, and buildingmaintenance...................................
25,398.05
97,314.04
Board of examiners’ expenses........................................................
129,656.58
Prime cost of books—(paper, printing, purchases, royalties,
9,574.75
et cetera) ......................................................................................
8,642.12
23,278.49
Postage and expressage.................................................................
26,539.61
16,210.89
Pensions and honoraria .................................................................
16,853.06
16,481.80
Stationery, printing, and supplies ................................................
16,671.47
12,829.77
Traveling ........................................................................................
15,133.10
8,218.73
Legal and auditing fees .................................................................
40,740.09 (a)
19,746.58
Special reports to members .........................................................
20,599.32
5,615.46
Telephone and telegraph ...............................................................
5,375.04
5,397.32
Social security and other excise taxes..........................................
6,636.04
5,919.88
Advertising and promotion of publications.................................
9,923.12
12,860.39
Annual, council, and executive committee meeting expenses...
10,092.69
5,627.35
Technical and other committee expenses......................................
7,567.62
3,959.33
Books and magazines purchased .......................................................
4,887.45
10,518.42
Equipment purchased ...........................................................................
8,027.23
Contributions—
10,000.00
Committee on Selection of Personnel........................................
10,000.00
Business income research .........................................................
10,000.00(a)
1,869.58
Subscription and mailing service.......................................................
4,341.97
Moving and alterations, less refundable cost $70,587.36...........
13,848.47
7,943.32
Public information—professional fees and printing...................
14,908.89
6,446.08
Other items ......................................................................................
8,731.98 (a)
19,252.53
Yearbook and directory ................................................................. ........... —
$702,247.75
Total expenses ................................................................. $829,736.86

(Forward)
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AMERICAN INSTITUTE OF ACCOUNTANTS
AND

AMERICAN INSTITUTE PUBLISHING CO., INC.

Consolidated Statement of Income and Expenses (Continued)
Years Ended August 31, 1949 and 1948

1949
Excess of income over expenses before provision for taxes on
income of American Institute Publishing Co., Inc....................... $ 30,305.50
Provision for taxes on income of American Institute Publishing
Co., Inc...............................................................................................
7,120,00
Excess of income over expenses........................................................ $ 23,185.50

1948
$ 11,642.87
1,120.00
$ 10,522.87

Note:
(a) Income totaling $3,908.11 and expenses totaling $42,580.41 of a nature formerly recorded
in the contingency fund are now included in the general fund under authorization of the
executive committee.

1949

AN D FUNDS

Contribu tions for expansio n of Insti tute
services to members to be used in
succeeding y e a rs .................................
Dues paid in advance .............................
Unap propr iated balance of fun d ..........

savings bonds .................................
Due to Elij ah Watt Sells scholarship
fund ................................................
Due to contingency fund ...................

1949

1948

313.14

Balance of fund .................................... $121,585.69 $117,591.06
$121,585.69 $117,591.06

$121,585.69 $117,591.06

$194,433.33 $ 86,468.26

—
4,800.00
22,524.98 (a) 22,524.98(a )
37,089.50
4,643.33

216.10
208.94
23,166.93
10,515.94
$130,175.52 $ 59,143.28

461.49

Cash .......................................................... $ 4,534.53 $ 4,190.89
Marketa ble securities, at cost (value
based on mark et quotations 1949—
93,884.23 102,884.23
$91,691.00; 1948—$102,510.25) ..........
23,166.93 10,515.94
Due from general fu n d ...........................

Contin gency Fund

$194,433.33 $ 86,468.26

LIABILITIES

Liabilit ies :
Note payable to ban k ......................... $ 40,000.00 $ 40,000.00
Accounts payable and accrued expense 66,331.00
8,105.26
Employee deductions for taxes and

Gen eral Fund

1948

Cash ................... . .................................... $ 56,574.10 $ 21,465.60
Marketab le securities at cost (value
based on mark et quotations 1949—
15,274.90
15,274.90
$15,762.50; 1948—$15,372.50) ............
Accoun ts receivable, for examina tion
43,922.88
39,397.29
services and other items.......................
Moving, alterat ion, and rental costs to
68,363.13
—
be reimbu rsed by land lord s.................
2,297.32
5,329.47
Prep aid expenses .....................................
Investm ent in capital stock (100%) of
Americ an Inst itute Publi shing Co.,
5,000.00
5,000.00
Inc., at cost ..........................................
1.00
1.00
Fu rni tur e and equip me nt .........................
Due from Ameri can Institute of Ac 
3,000.00
—
countants Foundation .........................

ASSETS

August 31, 1949 and 1948

Co mp ara tive Balance-Sheets
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1949

1,740.51

$5,000 for the cost of investment in the capit al
stock of the Ame rican Ins titu te Publishi ng Co., Inc.
(b ) A gr an t of $30,000 has been made by the Rockefeller Foun datio n for a thre eyear stud y of business income. The Ame rican Institu te of Acco untan ts has
agree d to contr ibute a like amoun t. As of Aug ust 31, 1949, $20,000 had
been contri buted by each.

(a ) Res trict ed in the amo unt of

No tes :

1,747.67 $

Unexpended in co m e .....................

Prin cipa l ......................................

Elijah W at t Sells Scholarship Fund

Marke table securities, at cost (value
based on marke t quotations 1949—
$1,603.12; 1948—$1,530 .00) ................ $ 1,531.57 $ 1,531.57
216.10
208.94
Due from general fund ...........................
$

(N ote b )

Balance of fund ............................

Business Income Research Fund

Cash .......................................................... $ 17,569.53 $ 10,582.41

.

112.95

1948

$

$

635.17
1,747.67 $

1,112.50 $

628.01
1,740.51

1,112.50

$ 17,569.53 $ 10,582.41

226,208.92 226,634.86
$226,320.69 $226,747.81

111.77 $

1949

Princ ipal ........................................

AN D FUNDS

$

LIABILITIES

Liabilitie s—accrued taxes ...........

Endowment Fund

1948

961.35
Cash .......................................................... $ 1,011.34 $
Marketable securitie s, at cost, (value
based on market quotation s 1949—
$230,904.61; 1948—$238,515.75) ........ 225,308.35 225,785.46
1.00
1.00
Library books, furn iture , and equipment
$226,320.69 $226,747.81

ASSETS

August 31, 1949 and 1948

Co mp ara tive Balance-Sheets

AME RICA N IN ST IT UTE OF AC CO UN TANTS
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AMERICAN INSTITUTE OF ACCOUNTANTS

Schedule of Marketable Securities
August 31, 1949

Par value
or number
of shares

Description

Year of
Rate maturity

Cost

Value based
on market
quotations

General Fund
Stocks:
100 shares Consolidated Edison Co. of New York, $5 preferred... .$ 10,510.00 $ 10,775.00
140 shares Pacific Gas and Electric Company, 6% first preferred..
4,764.90
4,987.50
Total General Fund.................................................. $ 15,274.90 $ 15,762.50

Endowment Fund
Bonds:
$17,000
9,000
3,500
5,000
5,000
10,000

1953 $ 17,000.00
United States Savings Bonds, Series G... 2½%
United States Savings Bonds, Series G... 2½
1955
9,000.00
1958
United States Savings Bonds, Series G... 2½
3,500.00
1964
Atlantic Coast Line Railroad Co., Series A 4½
3,912.50
Canadian Pacific Railway Co....................... 4
Perpetual 4,862.50
Chicago, Milwaukee, St. Paul and Pacific
Railroad Co., general mortgage income
2019
bonds, series A............................................ 4½
9,975.00
5,000 Macon Terminal Co., guaranteed first
mortgage, gold bonds................................. 5
1965
5,400.00
5,000 New York Central and Hudson River
1998
Railroad Co., Lake Shore collateral.......... 3½
6,982.50
10,000 Southern Pacific Co., gold bonds................. 4½
1981
9,083.75
7,500 Shawinigan Water and Power Co., first
1970
mortgage and collateral trust................... 3½
7,122.50
3,000 St. Louis-San Francisco Railway Co., first
1997
mortgage, A ................................................ 4
3,202.45
$ 80,041.20
Preferred stocks:
200 shares Commonwealth and Southern Corporation, $6...$ 11,036.00
100 shares Consumer’s Power Company, $4.50....................... 10,383.18
100 shares P. Lorillard Co., 7%................................................ 16,907.05
510.53
15 shares Pacific Gas and Electric Co., 6% first preferred..
100 shares United States Steel Corporation, 7% cumula
tive preferred ........................................................ 13,413.01
$ 52,249.77
Common stocks:
100 shares Allied Chemical and Dye Corporation................... $ 15,364.00
100 shares American Telephone and Telegraph Co.............. 16,147.26
200 shares General Electric Company.....................................
7,155.29
100 shares General Motors Corporation..................................
4,912.22
108 shares Gulf Oil Corporation...............................................
5,970.01
18 shares Guaranty Trust Co. of New York.........................
5,918.00
300 shares International Harvester Company........................
8,821.97
100 shares National City Bank of New York........................
4,537.50
214-40/200 shares Standard Oil Company of New Jersey................. 11,302.53
600 shares Northern States Power Company (Minnesota) .. 6,165.36
400 shares Virginia Electric and Power Company.................
6,723.24
Total Endowment Fund.......................................$ 93,017.38
$225,308.35
(a) Current redemption value.

$ 16,388.00(a)
8,595.00(a)
3,346.00(a)
4,975.00
4,912.50

5,150.00

5,100.00
5,250.00
8,462.50
6,450.00

2,565.00
$ 71,194.00
$ 20,900.00
11,062,50
16,412.50
534.38

13,450.00
$ 62,359.38
$ 17,750.00
14,387.50
7,450.00
6,187.50
7,182.00
4,950.00
7,912.50
4,050.00
14,431.73
6,150.00
6,900.00
$ 97,351.23
$230,904.61
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AMERICAN INSTITUTE OF ACCOUNTANTS

Schedule of Marketable Securities (Continued)
August 31, 1949
Par value
or number
of shares

Description

Year of
Rate maturity

Cost

Value based
on market
quotations

Contingency Fund
Bonds:
$68,500
5,500

5,000

Stocks:
100 shares
300 shares

United States Savings Bonds, Series G.. 2½%
Shawinigan Water and Power Co., first
mortgage and collateral trust................ 3½
Chicago, Rock Island and Pacific Railroad Co., first mortgage A................... 4

Gulf Oil Corporation, capital stock..........
Otis Elevator Company, common stock..

Total Contingency Fund.................

1958 $ 68,500.00 $ 65,486.00(a)

1970

5,183.75

4,730.00

5,375.00
5,125.00
$ 78,808.75 $ 75,591.00

1994

.$ 5,564.34 $ 6,650.00
9,450.00
9,511.14
$ 15,075.48 $ 16,100.00
$ 93,884.23 $ 91,691.00

Elijah Watt Sells Scholarship Fund
45 shares

Pacific Gas and Electric Co., 6% first preferred............... $ 1,531.57 $ 1,603.12

Summary of Total General, Endowment, Contingency,
and Elijah Watt Sells Scholarship Funds
Bonds ....................................................................................... $158,849.95 $146,785.00
Preferred stocks ..................................................................... 69,056.24
79,725.00
Common stocks........................................................................ 108,092.86 113,451.23
Total investments..........................................................$335,999.05 $339,961.23
(a) Current redemption value.
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AMERICAN INSTITUTE OF ACCOUNTANTS
Statement of Income and Expenses
Year Ended August 31, 1949
General Fund
Income:
Dues and reinstatement fees...................................................................
Fees from state boards.............................................................................
Profit on publications sold .....................................................................
Application fees .......................................................................................
Income from securities and interest on bank balances.........................
Gain on sale of securities.......................................................................
Sundry income ........................................................................................
Total income .................................................................................
Expenses:
Salaries and technical services...............................................................
Portion of dues covering subscriptions of members to The Journal of
Accountancy ........................................................................................
Cost of publishing The Certified Public Accountant magazine............
Board of examiners—preparation and grading examinations.............
Rent, electricity, insurance, and building service.................................
Traveling ..................................................................................................
Pensions and honoraria...........................................................................
Stationery, printing, and supplies ..........................................................
Postage and expressage...........................................................................
Special reports to members.....................................................................
Annual, council, and executive committee meeting expenses..............
Technical and other committee expenses................................................
Legal and audit fees—
Regular ..................................................................................................
Special ..................................................................................................
Telephone and telegraph.........................................................................
Equipment purchased .............................................................................
Social security taxes ...............................................................................
Advertising and announcements ............................................................
Public information—professional fees and printing.............................
Contributions—
Committee on Selection of Personnel..................................................
Business income research fund ........................................................
Moving and alterations, less refundable cost $70,587.36.......................
Other ........................................................................................................
Total expenses...........................................................................
Less costs allocated to American Institute Publishing Co., Inc...........

Excess of income over expenses for fiscal year........................................

$320,029.62
136,607.87
84,548.83(b)
2,060.00
4,494.18(b)
442.68(b)
2,614.37
$550,797.55

$213,783.01

38,897.00
11,857.66
129,656.58
20,108.30
15,133.10
16,853.06
14,877.75
13,819.65
20,599.32
10,092.69
7,567.62
8,300.24
32,439.85 (b)
5,110.52
6,449.94
4,844.88
3,481.19
14,908.89

10,000.00
10,000.00 (b)
13,848.47
5,222.43(b)
$627,852.15
91,798.33
$536,053.82

$ 14,743.73

Notes:
(a) Comparable expense classifications for the fiscal year 1948 are not available due to
change in basis of allocating costs between the Institute and Publishing Company in
1949.
(b) Income totaling $3,908.11 and expenses totaling $42,580.41 of a nature formerly recorded
in the contingency fund are now included in the general fund under authorization of
the executive committee.
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AMERICAN INSTITUTE OF ACCOUNTANTS
Statement at Income and Expenses, (Continued)

Year Ended August 31, 1949

Endowment Fund Income and Expenses
Income:
Income from securities ...............................................................................
Contributions from American Institute of Accountants Foundation....
Sales of Accountants’ Index Supplements................................................
Total income .................................................................................
Expenses—library:
Salaries ........................................................................................................
Rent ..............................................................................................................
Books and magazines purchased................................................................
Furniture and fixtures purchased ..............................................................
Social security taxes .....................
Custodian fees..............................................................................................
Telephone, stationery, postage, insurance, andother items.......................
Total expenses...............................................................................

$15,439.04
5,289.75
4,887.45
495.55
370.20
494.00
917.01
$27,893.00

Excess of expenses over income
(met by transfer from general fund).......................................

$10,749.10

$11,612.85
3,531.77
1,999.28
$17,143.90

Elijah Watt Sells Scholarship Fund—Income and Expense

Income from securities ................................................................................... $ 64.80
Less cost of medals for awards....................................................................... ......... 57.64
Excess of income......................................................................... $ 7.16

(b) Restricte d in the amou nt of $5,000.00 for the cost of investm ent in the capit al stock of the
Ame rican Institu te Publ ishin g Co., Inc.

N ot es :
(a) The activ ity of the business income rese arch fund is apart from tha t of the Institute .

Balance, Septem ber 1, 1948..............................................
$117,591.06 $22,524.98 $226,634.86
Add or deduct ( *) :
Exce ss of income over expenses for fiscal y e a r.. ..
—
14,743.73
10,749.10*
Mem bers ’ contr ibuti ons to libr ary ....................................
—
—
45.00
Cont ribut ions to business income rese arch fund
Roc kefe ller Fou nd at io n ...................................................
—
—
—
General fu n d ......................................................................
—
—
—
Ne t loss (* ) on sales of sec urit ies .............................
—
—
470.94*
App ropriated to other fun ds ......................................
3,994.63 14,743.73*
10,749.10
Exc ess of expe nditu res ove r receipt s—business
income rese arch .........................................................
—
—
_____—
Balance, Augus t 31, 1949 ................................................ $121,585.69 $22,524,98(b ) $226,208.92

App ropr iated
for
contingency

______ General funds

—
$1,747.67

—
—
—
—

—
$635.17

—
—
—
—

—
$1,112,50

10,000.00
10,000.00

13,012.88*
$17,569.53

—
—

—
—
—
—

7.16
—

—
—

—
—

7.16

—

$628.01

$1,112.50

$1,740.51

Tot al

$10,582.41

Res tricted funds
Eli jah W att Sells
Business
scholarship
Una ppr o 
income
Unexp ended
Endow ment rese arch ( a) Prin cipa l
income
priat ed

Sta tem ent of Changes in Funds fo r the Ye ar Ended August 31, 1949

AM ER IC AN IN ST IT U T E OF AC CO UN TA NT S
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AMERICAN INSTITUTE PUBLISHING CO, INC.

Comparative Balance-Sheets
August 31, 1949 and 1948
assets

Cash .................................................................................
Marketable securities, at cost (United States Savings
Bonds, Series G, due 1958 redemption value
1949—$19,120.00; 1948—$19,560.00) .....................
Accounts receivable ......................................................
Inventories:
Books, unbound sheets, paper stock and wrappers,
at cost or nominal value........................................
Prepaid expenses ...........................................................
Furniture and equipment ..............................................
Goodwill...........................................................................

1949
$ 67,521.21

1948
$ 14,442.70

20,000.00
6,042.64

20,000.00
7,793.44

8,137.31
—
1.00
14,699.08
$116,401.24

25,616.80
549.38
1.00
14,699.08
$ 83,102.40

932.90
77.33
7,120.00
$ 8,130.23

$ 2,726.86
104.41
1,120.00
$ 3,951.27

$ 84,878.46

$ 74,942.29

$ 5,000.00
$ 1,375.00

$ 5,000.00
$ 1,375.00

($ 2,166.16)
19,183.71
$ 17,017.55
$116,401.24

($ 1,830.29)
(
335.87)
($ 2,166.16)
$ 83,102.40

LIABILITIES

Liabilities:
Accounts payable and accrued expenses...............
Taxes withheld from salaries ...................................
Provision for federal and state taxes on income. . . .

Deferred income:
Subscriptions and advertising unearned.................
Capital stock and surplus:
Capital stock—
Authorized and outstanding, 1,000 shares with
out par value ......................................................
Paid-in surplus ..........................................................
Earned surplus—
Deficit, beginning of year ....................................
Net profit or (loss) for the fiscal year.................
Balance, end of year..............................................

$
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AMERICAN INSTITUTE PUBLISHING CO., INC.
Statement of Income and Expenses

Year Ended August 31, 1949
Income:
The Journal of Accountancy—
Subscriptions earned,
Members of American Institute of Accountants
(paid by Institute) .........................................................................
Other subscribers ..............................................................................
Advertising ............................................................................................
Sales of single copies, bound volumes, binding, and other items..........

$ 38,897.00
167,965.42
95,482.42
5,595.23
$307,940.07

Prime costs—paper, printing and other costs—
The Journal of Accountancy ...............................................................
Gross profit from magazines ........................................................

107,549.64
$200,390.43

Books—
Sales ........................................................................................................
Prime costs—paper, printing, purchases, royalties and other costs.. .
Gross profit from books.................................................................

$ 19,404.27
8,642.12
$ 10,762.15

Miscellaneous revenue—
Journal of Accountancy Index, net proceeds......................................
Service charges, et cetera.......................................................................
Interest on investments...........................................................................
Total miscellaneous revenue...........................................................
Total income ...................................................................................

Expenses:
Salaries and technical services.................................................................
Advertising and promotion.......................................................................
Subscription and mailing service.............................................................
Postage and expressage.............................................................................
Equipment purchased.................................................................................
Stationery, printing, and supplies..............................................................
Social security and other excise taxes......................................................
Telephone and telegraph ...........................................................................
Other ............................................................................................................

$

23.33
6,546.63
500.00
$ 7,069.96
$218,222.54

$ 66,533.61
9,923.12
4,341.97
12,386.04
1,081.74
1,650.31
1,420.96
113.67
2,669.08
$100,120.50

Costs allocatd by American Institute of Accountants for editorial and
administrative and general services ....................................................
91,798.33
Total expenses................................................................................. $191,918.83
Net income before provision for taxes on income........................................ $ 26,303.71
Provision for taxes on income.....................................................................
7,120.00
Net income for fiscal year............................................................................. $ 19,183.71
Note:
Comparable expense classification for the fiscal year 1948 are not available due to change
in basis of allocating costs between the Institute and the Publishing Company in 1949.
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AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
Comparative Balance-Sheets

August 31, 1949 and 1948
1949

assets

1948

Foundation Fund

Cash ............................................................................................ $ 3,523.89 $ 551.44
Marketable securities, at cost, (value based on market quo
tations 1949—$73,111.75; 1948—$75,669.50) .................
72,232.77 72,426.52
$75,756.66 $72,977.96
Special Research Project Fund
(Committee on Selection of Personnel)

Cash ............................................................................................

19,090.64
15,110.46
$94,847.30 $88,088.42

LIABILITIES AND FUNDS

Due to American Institute of Accountants .............................
Principal .......................................................................................
Unexpended balance of special research project fund..............

$ 3,000.00 $ —
72,756.66 72,977.96
19,090.64 15,110.46
$94,847.30 $88,088.42

Foundation Fund
STATEMENT OF CHANGE IN FUND

Year Ended August 31, 1949
Principal, September 1, 1948 ....................................................
Less—Loss on sale of securities................................................
Principal, August 31, 1949 ........................................................

$72,977.96
221.30
$72,756.66
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AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION

Schedule of Marketable Securities
August 31, 1949

Par value
or number
of shares

Bonds:
$ 3,000
5,000
6,000
10,000

5,000

5,000
10,000
4,000

Year of
Rate maturity

Description

United States Savings Bonds, Series G
United States Savings Bonds, Series G
United States Savings Bonds, Series G
Canadian Pacific Railway Co.
consolidated debenture stock.............
Illinois Central Railroad Co. and Chi
cago, St. Louis and New Orleans
Railroad Co., Series A, joint first re
funding mortgage .............................
New York Central and Hudson River
Railroad Co. Lake Shore collateral.
Southern Pacific Co. gold bonds..........
Shawinigan Water and Power Co. first
mortgage and collateral trust............

Preferred stocks:
50 shares P. Lorillard Company 7% preferred .
100 shares Pacific Gas and Electric Co. 6%
first preferred ....................................
62 shares United States Steel Corporation 7%
cumulative preferred .........................
Common stocks:
100 shares Kennecott Copper Corporation............
100 shares New Jersey Zinc Company.................

(a) Current redemption value.

2½%
2½
2½

Cost

$ 3,000.00
5,000.00
6,000.00

1953
1955
1959

Value based
on market
quotations
$ 2,892.00(a)
4,775.00(a)
5,772.00(a)

4

Perpetual

9,200.00

9,825.00

5

1963

4,525.00

4,800.00

3½
4½

1998
1981

2,718.75
8,863.75

2,625.00
8,462.50

3½

1970

3,985.00
$43,292.50

3,440.00
$42,591.50

$ 7,839.55

$ 8,206.25

3,403.50

2,562.50

8,187.22
$19,430.27

8,339.00
$20,107.75

,$ 3,241.00
6,269.00
$ 9,510.00
$72,232.77

$ 4,525.00
5,887.50
$10,412.50
$73,111.75

,
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AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION

Comparative Statement of Income and Expenses
Years Ended August 31, 1949 and 1948
1948
1949
$
3,623.30
$ 3,741.91
205.95
210.14
$ 3,531.77 $ 3,417.35

FOUNDATION FUND INCOME AND EXPENSES

Income from securities .............................................................
Less fee of custodian of securities and other expenses............
Excess of income over expenses...........................
Contributions to American Institute of Accountants endow
ment fund................................................................................. $ 3,531.77 $ 3,417.35
SPECIAL RESEARCH PROJECT FUND INCOME AND EXPENSES
(COMMITTEE ON SELECTION OF PERSONNEL)

Income:
Contributions—
American Institute of Accountants................................... $10,000.00 $10,000.00
Other ...................................................................................
2,450.00
500.00
Income from testing service—schools and firms................
20,626.20
3,527.90
Sales of “Public Accounting as a Career” (net)..................
88.04
88.70
Total income ............................................................ $33,164.24 $14,116.60

Expenses:
Printing of bulletins...............................................................
Postage, printing, supplies, and travel...................................
Educational Records Bureau—
Payroll .................................................................................
Professional services ..........................................................
Postage, supplies and travel..............................................
Printing of bulletins............................................................
Total expenses............................................................
Excess of income or expenses*.............................
Unexpended balance of fund—beginning of year...................
Unexpended balance of fund—end of year.............................

$ 1,013.92 $
534.38

—
732.54

16,999.42
16,805.45
3,573.70
2,572.00
6,093.64
4,461.48
969.00
2,234.46
$29,184.06 $26,805.93
$ 3,980.18 $12,689.33*
15,110.46 27,799.79
$19,090.64 $15,110.46
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AMERICAN INSTITUTE BENEVOLENT FUND, INC.
Comparative Balance-Sheets

August 31, 1949 and 1948
1948
assets
1949
Cash .............................................................................................. $ 6,238.86 $ 9,131.46
Marketable securities, at cost, (value based on market quo
tations 1949—$65,588.00; 1948—$54,412.50) .....................
66,561.14 56,104.14
$72,800.00 $65,235.60
FUND

Principal

.....................................................................................

$72,800.00 $65,235.60
$72,800.00 $65,235.60

STATEMENT OF CHANGES IN FUND

Year Ended August 31, 1949
Principal, September 1, 1948 ......................................................
Add:
Excess of income over expenses..........................................
Profit on sale of investments ................................................
Principal, August 31, 1949 ........................................................

$65,235.60
7,092.38
472.02
$72,800.00

COMPARATIVE STATEMENT OF INCOME AND EXPENSES

Years Ended August 31, 1949 and 1948
Income:
Contributions ........................................................................... $15,267.50 $11,452.35
1,858.01
Income from securities............................................................
2,194.12
29.00
Interest on savings accounts..................................................
34.38
Total income ............................................................ $17,496.00 $13,339.36

Expenses:
Assistance to members............................................................
Stationery, printing, and other expenses...............................
Total expenses..........................................................
Excess of income over expenses transferred to principal........

$10,225.00 $ 3,500.00
178.62
155.70
$10,403.62 $ 3,655.70
$ 7,092.38 $ 9,683.66
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AMERICAN INSTITUTE BENEVOLENT FUND, INC.

Schedule of Marketable Securities
August 31, 1949
Par value
or number
of shares
Bonds:
$26,000
6,000
10,000
5,000

Year of
Rate maturity

Description

United States Savings Bonds, Series G
United States Savings Bonds, Series G
United States Savings Bonds, Series G
Canadian Pacific Railway Co. con
solidated debenture stock .................
Shawinigan Water and Power Co.,
Series J, first mortgage and collateral
trust ......................................................
Chicago, Rock Island and Pacific Railroad first mortgage A .....................

2½%
2½
2½

1958
1959
1960

Cost

$26,000.00
6,000.00
10,000.00

Value based
on market
quotations
$24,776.00(a)
5,772.00(a)
9,880.00 (a)

Perpetual

5,056.25

4,912.50

3½

1970

4,712.50

4,300.00

4

1994

5,125.00
$56,893.75

5,375.00
$55,015.50

Stocks:
100 shares National Biscuit Company common .................................. $ 3,070.13
.............................................. 2,128.55
80 shares Best Foods, Inc., common
80 shares Cincinnati Gas & ElectricCompanycommon....................... 2,319.77
2,148.94
60 shares R. J. Reynolds Tobacco Companynew classB common..
$ 9,667.39
$66,561.14

$ 3,500.00
2,360.00
2,380.00
2,332.50
$10,572.50
$65,588.00

5,000
5,000

(a) Current redemption value.

4

FOUNDATION
AND BENEVOLENT FUND

American Institute of Accountants
Foundation
During the year $10,000 was appropri
ated from the general fund of the Institute
to the special research fund. Income from
sales of the pamphlet Public Accounting
as a Career, amounted to $88, and $20,627
was received in fees from the testing pro
gram. Expenses of the special research
project for the fiscal year amounted to
$29,184, leaving an unexpended balance
of $19,091, in the special research fund.
Respectfully submitted for the board of
trustees,
Percival F. Brundage, President

Report of Board of Trustees

To

American Institute
Accountants Foundation:

the

of

Gentlemen : Your board of trustees has
held two meetings since the annual meet
ing in September, 1948.
Income from the Foundation, amount
ing to $3,742, derived from interest on the
capital fund, has been contributed toward
the support of the Institute’s library as in
the past, with the exception of $210, which
has been paid in fees to the securities cus
todian, and other expenses.

October 25, 1949

American Institute Benevolent Fund, Inc.
Report of Board of Trustees

To the American Institute
Benevolent Fund, Inc. :

Gentlemen : During the fiscal year
ended August 31, 1949, the American In
stitute Benevolent Fund, Inc., received in
the form of contributions, income from
investments, and interest on savings bank
deposits, $17,496. During the year the
Fund extended assistance to members of

the Institute in the amount of $10,225, and
expended $179 for stationery, printing,
postage, and general expenses.
Contributions to the Fund this year
were $15,268, compared with $11,452 the
previous year, $3,325 of which was con
tributed to take care of a special situation.
The principal fund as of August 31, 1949,
was $72,800.
A statement of assets of the Fund as of
August 31, 1949, and August 31, 1948,
and an analysis of the increases and de
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creases of the principal Fund during the
two fiscal years are submitted as a supple
ment to this report.
It is gratifying to report that assets of
the fund continue to increase. Contribu
tions are currently in excess of expendi
tures, though experience indicates that we
must be prepared to meet unforeseen de
mands. With the increased number of
members of the Institute, a wider variety
of contingencies must be anticipated, and
we believe the fund should be kept large

enough to meet these increased responsi
bilities.
Respectfully submitted,
Frederick H. Hurdman, President
Charles H. Towns, Treasurer
Samuel J. Broad
N. Loyall McLaren
Robert H. Montgomery
George S. Olive
C. Oliver Wellington
John L. Carey, Secretary
October 25,1949

American Institute Benevolent Fund. Inc.
Comparative Balance Sheet

Year ended August 31

1949

assets

Cash .........................................................................................................$ 6,239
Marketable securities at cost (quoted market value August 31,
1949 $67,160—1948—$55,463) ......................................................... 66,561
$72,800

1948
$ 9,131

56,104
$65,235

liabilities

Principal ......................................................................................$72,800
Statement

of

$65,235

Principal Transactions

Year ended August 31, 1949
Principal, September 1,1948...............................................................................
Add: Excess of income over expenditures...................................................
Profit on sales of securities.................................................................

Comparative Statement

of

$65,236
7,092
472
$72,800

Operations

Year ended August 31

1949

1948

Income
Contributions........................................................................................ $15,268
Income from securities....................................................................... 2,194
Interest on savings accounts...............................................................
34
$17,496

$11,452
1,858
29
$13,339

Expenditures
Assistance to members...................................................................... $10,225
Stationery, printing and other expenses...........................................
179
$10,404

$ 3,500
156
$ 3,656

Excess of income over expenditures transferred to principal. .$ 7,092

$ 9,683

